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Data processing continues to play an 
increasingly important role in the con- 
duct of modern business. Punched card 
equipment, electronic calculators and 
computers provide more business in- 
formation in less time than any other 
form of office machinery. Users of 
these methods have always known most 
about their business soonest. 

The widened range of equipment of 
[-C-T, and its integrated technical develop- 
ment, is rapidly opening up new fields of 
application. Choice of [-C-T equipment 
ranges through punched card machines 
using 21, 40, 80 and 160 column cards — 


to small, medium and large electronic 
computers, employing combinations of 











Searching for the right answer 














punched cards, paper tapes and magnetic 
tapes. 

Determining the optimum method of 
employing data processing equipment Is a 
highly skilled task. [-C-T staff are experi- 
enced in these matters ; their knowledge 
and experience have proved valuable to 
enterprises of widely divergent character 
and size, from small firms employing under 
20 people to corporations of international 
repute, local authorities and nationalised 
industries. They can help you. 

If you think your research, production, 
marketing or financial affairs are capable 
of improvement there are well established 
reasons for believing that the combination 
of I-C-T staff, equipment and training will 
provide you with the right answer. 


We suggest you get in touch with us. 


INTERNATIONAL COMPUTERS 
AND TABULATORS LIMITED 


HEAD OFFICE: Gloucester House, 149 Park Lane, London, W.1 
Telephone: Hyde Park 8080 


Offices throughout the United Kingdom and Overseas 


ALL THE RESOURCES OF HOLLERITH AND POWERS-SAMAS 
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MR IAN WILSON MACDONALD 


who last month was appointed the first chairman of the National 
Commercial Bank of Scotland 











extends a Cordial Invitation to 


OVERSEAS BANKS AND BANKERS 


to use the special facilities available at its principal 
offices throughout Australia, New Zealand and 
London. 


INTERNATIONAL ~ Import and Export Bankers—AIll Documentary 
TRADE Credit facilities available. 
% Trade Introductions arranged. 
% Industrial Surveys supplied. 
% Reports on the Australian and New Zealand 
Economy furnished. 
% International payments effected. 


INVESTMENTS % The Bank will act as your nominee for portfolio 
investment in Australia and New Zealand. 


TRAVEL SERVICE % Travel Departments are at your service in all 


Australian Capital Cities, also at Wellington, 
Auckland and Christchurch (New Zealand), and 
West End Branch, 34 Piccadilly, London, W.1. 

% Travel Bookings, hotel reservations, and all 
matters relating to travel will be promptly and 
efficiently handled. 





CB60/FP 
THE COMMERCIAL BANK OF AUSTRALIA LIMITED 
(Incorporated in Victoria) ATED IKI ACMe Rslele 
Head Office London Office Principal Office in New Zealand 
335 Collins Street 12 Old Jewry 328-330 Lambton Quay 
Melbourne London E.C.2 Wellington, N.Z. 


Cable Address: ‘‘Cubiform”’ 
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Taking it Calmly 


ONE of the obvious disadvantages of 
an October election, particularly an 
election as early as October 8, was 
that the campaign would have to be 
fought at a time when sterling was 
seasonally under pressure. The fact, 
therefore, that in the first two weeks 
after the date of the poll was an- 
nounced the sterling-dollar rate, 
which had been depressed in the 
previous fortnight by the jump in 
American money rates, rose by 3 cent 
to $2.80° is an encouraging sign that 
both technically and fundamentally 
the pound is in good shape. ‘True, 
overseas confidence, as the first 
article in this issue notes, has been 
buoyed up by the pollsters’ predic- 
tion of a Tory victory, and could be 
severely shaken by any markéd im- 
provement in  Labour’s electoral 
prospects. At the moment, how- 
ever, there is good hope that sterling 
will escape the crise de confiance that 
at one time seemed the inevitable 
accompaniment of a general election. 

Stock markets have drawn similar 
solace from the public opinion polls. 
Steel shares and the shares in giant 
companies considered vulnerable to 
nationalization by a future Labour 
Government, have been in demand; 
the fluctuations in their prices have 
mirrored faithfully the changes in 
the prospects of the two _ parties. 
Equities in general, however, have 
been subdued by the weakness of 
Wall Street and by concern about 
the affairs of the Jasper group of 
property companies, into which the 


Board of ‘Trade has now ordered an 
investigation. 

The apprehension that has lately 
beset the gilt-edged market has 
stemmed from a different source— 
the recent rise in money rates across 
the Atlantic and in Germany. ‘The 
discount market, fortified by the 
behaviour of sterling and by the 
belief that a rise in Bank rate is 
unlikely on the eve of an election, 
has left its bid virtually unchanged 
at recent tenders, however, and the 
Treasury bill rate has remained 
steady at just under 34 per cent. 


The Fed Raises its Rates 


The pressure on the American 
money market, which is discussed in 
our American Review on page 624, 
brought an increase in the re- 
discount rates of Federal Reserve 
Banks from 33 per cent to 4 per 
cent in the middle of last month. 
The increase was followed by a 
further rise in the Treasury bill 
rate—to 4,166 per cent, its highest 
since March, 1933—but in the fol- 
lowing week, in response to an in- 
creased demand, the rate subsided 
to 3.958 per cent. 

Since Congress adjourned last 
month without taking any action to 
raise the 4} per cent interest ceiling 
on ‘Treasury bonds of more than 
five years’ life, the pressure on the 
short-term market seems likely to 
persist throughout the remainder of 
this year, when the Treasury will 
be making heavy cash demands 
either to finance its seasonal deficit 
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or to pay off maturing debt. The 
increase in the liquidity of the 
economy that this will entail will 
undoubtedly give the authorities 
cause for concern—particularly if 
the long steel strike should be 
settled on terms that heighten the 
inflationary psychosis currently grip- 
ping American investors. 

The fear of further measures to 
tighten private credit, coupled with 
the apprehension aroused in some 
quarters by Mr Khrushchev’s call 
for total disarmament, led to a sharp 
set-back on Wal] Street last month, 
certainly the sharpest since the 
present bull market began two years 
ago. In the fourth week of Sep- 
tember the Dow Jones average 
touched 616.5, 62 points below the 
peak of 678 established on August 3. 


Canada’s Monetary Conflict 


The troubles of the Canadian 
monetary authorities are even more 
perplexing than those of the Federal 
Reserve Board. In Canada, as in the 
United States, the weakness of the 
bond market has directed virtually 
the full pressure of borrowing de- 
mand on to the money market. This 
pressure drove the Treasury bill rate 
to 6.16 per cent in mid-August 
(carrying the Bank rate, which is 
fixed } per cent above bill rate, to 
6.41 per cent). A sharp reduction 
in the volume of bills offered brought 
the rate down in subsequent weeks, 
but as the Treasury faces a big loan 
maturity in October it is doubtful 
if the bill issue can be kept down. 

Since the chartered banks are sub- 
jected to a ceiling of 6 per cent on 
the rates that they can charge for 
loans, the rise in the bill rate has 
threatened to curb bank lending 
to the private sector and thus to 
slow down the recovery. This pros- 
pect has led to a conflict between 
the Government, which puts expan- 
sion at the head of its programme, 


and the Bank of Canada, which is 
intent upon keeping a tight grip on 
the supply of money. The prob- 
lems of the authorities have been 
aggravated by the premium that the 
Canadian dollar commands over the 
US dollar. It is to be hoped that 
the reconsideration of Canada’s 
financial policies that is surely called 
for by the present muddle will in- 
clude a full examination of the 
rationale of the official exchange 
rate policy. 


The Boom in Advances 


Though the boom in advances 
may have passed its point of maxi- 
mum intensity, the trend still seems 
to be strongly upwards. In the four 
weeks to mid-September aggregate 
advances of the clearing banks (as 
shown by their individual state- 
ments,* and therefore including the 
extraneous transit items) rose by al- 
most twice as much as in the pre- 
ceding five weeks, though by less 
than in earlier make-up periods. A 
major part of the new credit is still 
going to finance personal borrowers 
and consumers, directly or indirectly. 
The latest quarterly analysis, giving 
‘clean ”’ figures of advances in Great 
Britain by members of the British 
Bankers’ Association, shows a rise 
of nearly £180 millions in the aggre- 
gate in May-August, to the new 
peak of £2,859 millions. This com- 
pares with increases of £213 millions, 
£245 millions and £129 millions in 
the three preceding quarters, but 
part of the apparent slackening was 
due to seasonal factors. In the same 
months of 1958, before the ending 
of the squeeze showed its effects, 
the increase was £60 millions. 

* The full combined statement for Septem- 
ber was not available in time for inclusion 
in this issue of The Banker; the August 
statement, which was ana'ysed in detail in 


our last issue, will be found in our regular 
series of tab!es on pages 636 and 637. 
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Fully one-half of the latest in- 
crease in loans to the private sector 
(that is, excluding loans to public 
utilities and local authorities) has 
gone to the categories most closely 
linked with consumption expendi- 
ture, actually a slightly higher pro- 
portion than in the two preceding 
quarters. Personal and professional 
borrowings rose by no less than {£56 
millions, their largest rise yet, bring- 
ing their expansion in the twelve 
months after the end of the squeeze 
to £208 millions, or 62 per cent. 
Hire-purchase finance companies ab- 
sorbed an additional {£174 millions 
during the quarter, carrying the total 
outstanding advances to £100 mil- 
lions (almost a fourfold increase over 
the year). Retail trade absorbed a 
further £14 millions, contrary to the 
seasonal trend, and has expanded 
by £93 millions over the year. ‘These 
three categories thus rose by £88 
millions in the three months and by 
{374 millions in the twelve. 

The only substantial decline over 
the quarter occurred in food, drink 
and tobacco, down by £25 millions 
for seasonal reasons; and the only 
declines over the year are minor ones 
in cotton and quarrying. Agriculture 
has expanded by £223 millions over 
the quarter and now well surpasses 
“engineering, etc’’ as the biggest 
group, apart from personal and pro- 
fessional. 


Hambros’ New Service 


Hambros Bank, taking its cue 
from the plan for a free trade area 
of the Outer Seven, last month 
launched a new service for British 
exporters to three Scandinavian 
countries in the area and also to 
Finland, whose relationship with 
the Seven has not yet been decided. 
The bank offers to put its extensive 
connections with Scandinavia at the 
service of British exporters, supply- 
ing preliminary reports on market 


potentials, arranging introductions 
and, if required, obtaining confi- 
dential reports on the financial stand- 
ing of customers. In addition it will 
grant credits for up to five years, in 
certain circumstances for the full 
amount of the contract, and will 
itself accept the risk of insuring such 
credits. 

This is an attractive package. Its 
most novel feature, however, is that 
the bank is not waiting for business- 
men to come to its parlour but is 
energetically bringing the attractions 
of its wares to their notice. 


Free Trade Area for 
Latin America 

Representatives from seven south 
American republics met in Monte- 
video last month to make final ar- 
rangements for the establishment of 
their own free trade area. ‘This 
project, which follows hard on the 
heels of the successful introduction 
of the five-nation scheme for a 
customs union in central America, 
was first seriously discussed by the 
four founder members—Argentina, 
Brazil, Chile and Uruguay—little 
more than a year ago. Peru, Bolivia, 
and Paraguay agreed to join the 
scheme in July; it is hoped that all 
the remaining south American coun- 
tries will eventually become mem- 
bers. The agreement is expected 
to be submitted to the GATT for 
approval shortly ; it is hoped 
that the first tariff reductions will 
take effect early next year. 

The agreement is confined initially 
to a limited list of commodities. 
The approach to an integrated mar- 
ket is to be both flexible and gradual, 
extending over a period of twelve 
years. In the first stage attention 
will be concentrated on the estab- 
lishment of a basic liberalized list 
containing foodstuffs, minerals and 
other primary products. This list 
will be gradually extended through- 
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out the twelve-year period to em- 
brace all the region’s trade in tradi- 
tional export products. A list 
covering consumer and _ industrial 
goods, which the area now largely 
imports from overseas industrial 
centres, will be drawn up at annual 
negotiations. ‘Tariff duties on the 
goods in both these lists are to be 
progressively reduced, at the rate of 
8 per cent a year. It is evident that 
it will be some time before consumer 
and industrial goods are seriously 
affected by the new arrangements; 
even then some members may be 
tempted to delay the advent of free 
trade by invoking one of the escape 
clauses written into the new agree- 
ment. 


Second Discount House 
for Rhodesia 


The establishment of a new dis- 
count house—British and Rhodesian 
Discount —in Rhodesia was an- 
nounced last month. It has been 
sponsored by the Anglo-American 
Corporation and Smith St Aubyn 
and has an authorized capital of 
£250,000, of which £125,000 will 
be issued and paid up. 

The new house will take its place 
alongside the Discount Company of 
Rhodesia, which was established at 
the beginning of this year by Gillett 
Brothers and leading financial insti- 
tutions in the country, in fostering a 
domestic money market. 


Schroders Shares for Public 


The offer for sale was announced 
last month of 750,000 ordinary {1 
shares (at 32s 6d) in Schroders 
Ltd., a recently formed company 
that holds the share capitals of 
J. Henry Schroder & Co, the London 
merchant bank, and its American 
subsidiary the J. Henry Schroder 
Banking Corporation. The offer gives 
the public a 15 per cent. interest 


in the company; the Schroder family 
will have a 67 per cent interest, and 
the remaining capital will be held 
by the Tiarks family, Baring Brothers 
and directors of the bank. 
Schroders is still predominantly 
a merchant banking house in the 
traditional sense: accepting and bank- 
ing business makes an appreciably 
bigger contribution to its profits 
than does issuing business. This is 
reflected in its high liquidity: at 
December 31 last, when liquid assets 
admittedly might have been season- 
ally swollen, the London company’s 
holdings of cash and Treasury bills 
were equal to more than half the 
bank’s deposit liabilities and more 
than covered the total—{£7.5 millions 
—of its acceptances outstanding. 
The prospectus reveals the size of 
the New York subsidiaries to be far 
more substantial than had_ been 
imagined. At the end of 1958 their 
gross assets totalled {£72 millions 
while those of the London com- 
panies totalled £19 millions; the 
profits of the New York companies 
in 1958, however, were less than a 
third higher than those of the 
London companies (£629,000 com- 
pared with £487,000)—a fact that 
points to the much narrower profit 
margins in American banking. 


A Bill Market * Introduction ”’ 


The transformation of the London 
discount market, most of whose 
members were, until fairly recent 
years, private companies or partner- 
ships, into a market of public com- 
panies with shares quoted on the 
Stock Exchange, is now complete. 
The last private member of the 
group of twelve houses that comprise 
the discount market association was 
also the youngest—Clive Discount 
Company Ltd, formed during the 
major post-war expansion of the 
market in 1946. This house, which 
in 1958 merged with Burn & Peace, 
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a small firm of running brokers, 
now has an issued and paid-up 
capital of £1,200,000; it was recently 
converted into a public company and 
last month its shares were intro- 
duced to the stock market at a price 
of 34s 3d. 

For the first time, therefore, its 
figures are disclosed. At March 31 
last it held £43.9 millions of bills 
and {9.4 millions of bonds. Its 
total portfolio was thus appreciably 
larger than that of the smallest mem- 
ber of the market, and of roughly 
the same size as the portfolios of the 
next two members in order of size, 
Jessel Toynbee & Co and Allen, 
Harvey & Ross Ltd. 


Largest Scottish Bank 


The merger projected some two 
years ago between the Commercial 
Bank of Scotland and the National 
Bank of Scotland (a subsidiary of 
Lloyds Bank) was finally achieved 
in mid-September, when the Na- 
tional Commercial Bank of Scotland 
made its bow and introduced a 
newly-designed note issue. ‘To pre- 
serve the right of issue, to which 
the Scottish banks attach importance 
(especially because of the savings it 
affords in till money, since notes 


in till do not have to be “ covered ”’ 
by Bank of England notes), the mer- 
ger had to take the form of an ab- 
sorption. The Commercial, as the 
senior by fifteen years (it dates from 
1810), absorbed the National. The 
number of banks in Scotland, eight 
a decade ago, has now been reduced 
to five, with the new institution as 
the largest—having, on the basis of 
1958 accounts, some £230 millions 
of deposits and total assets of around 
£300 millions. The interest of 
Lloyds Bank in it amounts to about 
37 per cent. 


The National Commercial starts 
with 409 branches, but some of these 
will soon be closed. ‘The new chair- 
man, Mr Ian Macdonald, previously 
general manager of the Commercial, 
emphasizes, however, that the de- 
velopment of the organization will 
enable it to take up any slack that 
may temporarily result from any 
such rationalization. This, certainly, 
is a forward-looking business. The 
Commercial was the first British 
bank to enter hire-purchase finance 
(the stake of the combined insti- 
tution in it is now exceptionally 
large) and it offers a comprehensive 
investment, management and ad- 
visory service. Neither of the two 
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constituents had thought it necessary 
to offer the new-style personal instal- 
ment loans and that is still the view 
of the new bank. It is, however, 
closely watching the possibilities of 
banking for wage-earners. A survey 
conducted recently among the em- 
ployees of Colvilles yielded an in- 
teresting, if not surprising, result. 
These workers doubted whether the 
banks were really interested in pro- 
viding facilities for the wage-earners; 
pomted to the inconvenience, for 
them, of banking hours; and were 
obviously rather put off by the 
traditional ‘‘ marble and mahogany ” 
atmosphere. The National Com- 
mercial, among other banks, is hop- 
ing to meet these criticisms. 


UN on International Investment 


The United Nations last month 
made a valuable contribution to the 
growing volume of literature on the 
boom in international investment. 
A new study,* based largely on 
national sources, puts the total out- 
flow of long-term capital from the 
main capital-exporting countries in 
the four-year period 1955-58 at 
$17 billions. ‘This represented an 
average annual outflow twice as 
high as that recorded in 1951-52 
and about four times as high as in 
1924-28, the peak years of the inter- 
war period. Even so, in relation to 
world trade the outflow of private 
long-term capital is hardly more im- 
portant now than it was in 1924-28. 

The study throws much interest- 
ing light on three of the most 
important factors behind the sharp 
increase in the flow of private capital 
since 1955: the re-emergence of 
western Europe as a major inter- 
national lender, the rehabilitation of 
portfolio investment and the growth 
of medium-term credits. In par- 
ticular, the striking recovery in port- 

* The International Flow of Private 
Capital, 1956-58. United Nations, price 5s. 


folio investment, especially in 
America, is well documented. The 
overseas portfolio of American in- 
vestors increased by more than $1] 
billion between 1956 and 1958: its 
value at the end of last year was 
about $6.5 billions. The authors 
stress the increasingly important réle 
in international investment played 
by private banks recently, notably 
through their participation in loans 
by the World Bank and Export- 
Import Bank and their extension of 
medium-term export credits. 

Despite these many encouraging 
developments, the authors still find 
some ‘“‘ persistent shadows ’’, most 
conspicuously the inability of under- 
developed countries that are not 
blessed with rich resources of oil or 
non-ferrous metals to attract private 
funds in significant amounts. Such 
countries are particularly common 
in Africa, Asia and the Far East. 
Admittedly, official grants and loans 
partially correct this unevenness in 
the pattern of private investment, 
but the study reveals the surprising 
fact that during the period 1954-57 
countries with per capita incomes of 
less than $100 received, on a per 
capita basis, less aid than countries 
with a higher income. 


‘“* Telex ’’ Accounting Link 


The Bank of Scotland announced 
last month that the punch-card 
system of centralized book-keeping 
introduced in the spring is now being 
fed, for the accounting work of one 
of its branches, solely through the 
Post Office ‘“‘ Telex”? system of 
automatic transmission. ‘This re- 
ceives perforated paper tape pre- 
pared at the Dunfermline branch 
and reproduces this tape at the book- 
keeping centre. Slips showing the 
resultant accounting (effected after 
converting the second tape into 
punched cards) are mailed to the 
branch the same evening. 
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The City and the 


Election 


T is a commonplace among political correspondents that the timing of 

Britain’s fifth post-war election has been dictated by international 

politics. None the less, it has fallen at a time when, by chance, the 

City has been dragged into the lime-light by ‘‘ the Jasper affair”’. The 
facts of that affair, now being investigated for the Board of Trade, are still 
far from clear; but the inferences of excessive speculation in property 
shares and of sharp practice in high finance are too easily drawn to be 
missed by the enemies of the City. Some Labour politicians, anxious to 
find a live issue on which to arraign the Government, have seized upon 
the general subject of take-over bids, citing them as a glaring example of 
the way in which Conservative freedom works. ‘This, however, is a spurious 
conflict, as would be obvious at any other time: the Government is no less 
concerned about the apparent abuses that have recently been brought to 
light than is the Opposition. Unhappily the affair has served to bring the 
City into politics and to make its doings, or rather its alleged misdoings, 
a prominent issue in the campaign. ‘The very fact that such an issue has 
been seized upon emphasizes how little worth shouting about at the hustings 
now divides the two parties in the realm of economic policy. 

This basic agreement is in marked contrast with the controversies that 
enlivened the elections of 1950 and 1951, when “planning” versus 
‘freedom ”’ was a real issue, and, in rather more muted form, the 1955 
election, when the Conservatives’ faith in the efficacy of monetary policy 
was at its crest. ‘To-day no such clear-cut conflict exists. In the past 
four years the Labour Party has shed much of its doctrinal allegiance to 
physical controls and has accepted that monetary policy should play a part, 
though only a small and specialized part, in guiding the economy. The 
Conservatives, on the other hand, whatever their current view of the efficacy 
of monetary policy, have recognized, since the misfortunes of 1955, that 
fiscal policy must be aligned with it, and must indeed set the environment 
in which monetary measures work. 

The lack of real economic issues in this election, of course, is attributable 
partly to the timing of the poll. Unlike its two predecessors, it is being 
held at a time when there is no room for dispute about whether the economy 
should be expanding, but only about the precise speed at which it should 
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be doing so. The economy is not overstrained, production is rising satis- 
factorily, employment in the country as a whole is “ full”’ on almost any 
definition, prices have been steady for nearly eighteen months and the 
balance of payments is in healthy surplus. This favourable conjuncture 
is unique since 1914. It has forced the Opposition to seek other issues; 
unhappily, they have chosen to renew, from a different angle, the attack 
on the City first launched at the time of the alleged “‘ Bank rate leak ”’. 
Despite these achievements, there have recently been signs that the Con- 
servative Government is losing the clear sense of direction that, after 
some preliminary stumblings, has driven it forward in the past eight years. 
All the major tasks that it set itself in 1951 and 1955 have now been accom- 
plished. ‘The progressive freeing of the economy was crowned at the end 
of last year by the conferring of formal convertibility on external sterling. 
The one major freedom still lacking—resident convertibility—cannot 
possibly be accomplished for a considerable time if it is to mean something 
more than the removal of discriminatory import controls and the raising of 
the foreign travel allowance. Indeed, the fact that the Government has 
delayed this long in making these relatively modest concessions may imply 
that it shares the reservations recently expressed by the Radcliffe Com- 
mittee about the wisdom of accepting further formal commitments. More- 
over, as its pledge to take no further steps to decontrol rents indicates, the 
Government now appears to have some serious doubts about the political 
expediency of striking the few remaining shackles from the economy. 
The very successes of the Conservative Government in the past eight 
years have removed “ freedom ”’ from the list of objectives on its banner. 
The free economy is an accomplished fact, its achievement can be no longer 
a prime objective of policy, though, of course, its maintenance can be— 
but this would scarcely make an exciting election issue at the moment. 
Similarly, the emphasis that Labour leaders have recently been placing on 
“growth” has entailed the playing down of “ equality”, which until 
recently has been one of the party’s most advertised objectives. Both parties 
are agreed on the same three prime objectives of economic policy—expan- 
sion, full employment, and stable prices. Labour has still, however, to 
prove that if a Labour Government found that expansion or full employ- 
ment conflicted with the preservation of price stability it would not sacrifice 
the latter. Certainly, Mr Gaitskell himself has been at great pains recently 
to reassure the public on this score. In a notably forthright speech to the 
Trades Union Congress on the morrow of the election announcement he said: 


The trade union movement has a choice between co-operating with a Govern- 
ment determined to carry out industrial expansion in a planned way without 
inflation; or being driven back to a negative réle, kept quiet by a certain 
amount of unemployment, not wielding any serious influence in the com- 
munity, but doing only the very minimum that is necessary. 


(Incidentally, would the unions’ co-operative role, as required by Mr Gait- 
skell, be other than negative ?) In the last analysis it is deeds and not words 
that count, and here Labour’s record is against it. Confidence in the 
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determination of a future Labour Government to keep inflation at bay is 
unlikely to be strengthened by the emphasis in the party’s manifesto on 
increased pensions and other social payments and the disingenuous sug- 
gestion that the cost of these could be met painlessly from the higher tax 
revenue accruing from expansion and by taking effective steps to deal with 
“tax dodgers’”’. None the less, it is clear that the Labour Party does 
rate the maintenance of price stability far higher than it did in 1945-51. 
Nor, in present circumstances, are there any radical differences between 
the policies that a Labour and a Conservative Government would pursue to 
achieve those ends. If the economy were seriously out of balance, then 
indeed the measures taken to restore equilibrium would be determined 
partly by the political complexion of the Government. But the economy 
at the moment is in equilibrium and policies must therefore be directed to 
keeping it there. In such circumstances there could hardly be any part 
for building licences or import quotas, which seem to be the two physical 
controls that a future Labour Government would still retain in its armoury. 
But equally there is no call at the moment for a positive monetary policy. 
The authorities, that is to say, should ensure that monetary policy does 
not frustrate the increases in demand generated by the budget, by the 
increase in public sector investment and by the removal of restrictions on 
credit and borrowing, but should not seek to go beyond this and make 
credit creation, or the reduction in long-term interest rates that would 
accompany it, an additional agent of reflation. ‘Thus, if the Labour Party 
could curb its predilection for lower interest rates, the monetary policy 
that a Labour Government would pursue in coming months might differ 
little from the.policy to be expected from a Conservative Government. 
There is one necessary qualification to this argument: the election of a 
Labour Government, unlike the return of another Conservative Govern- 
ment, would almost certainly precipitate a run on sterling. Indeed, the 
reason why, in defiance of so many predictions, the present election cam- 
paign has so far had such little effect on sterling is that the public opinion 
polls have pointed unanimously to a Tory win. If, however, Labour did 
confound the pollsters, the new administration would almost certainly be 
confronted with an exchange crisis. What would be Labour’s reaction ? 
The answer given by Mr Anthony Crosland, one of the best informed of 
the party’s younger intellectuals, in an article in the May issue of The 
Banker,* was that the Government could probably sit the crisis out provided 
that it was prepared to raise Bank rate ‘‘ to any extent necessary ”’, declare 
its readiness to call on the IMF standby credit and, if necessary, mobilize 
privately-held dollar securities as well—in support of a clear repudiation of 
any intention of devaluing sterling or of permitting inflation to develop. 
Thus, whatever Labour’s preferences between monetary and _ physical 
measures as the most suitable auxiliaries to fiscal policy, it would on taking 
office have little choice in the matter: in the early months, at least, a Labour 
Government might have to wield Bank rate more vigorously than a Tory 





* ““What Economic Policy from Labour ?”’, The Banker, May, 1959. 
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Government. It is some measure of Labour’s growing sense of proportion 
that it seems to have shed its inhibitions about doing so. 

The true test of the remaining differences between the parties would be 
their reaction to a lapse from equilibrium at some time in future, and in 
particular the means that they would use to counter a build-up of infla- 
tionary pressure. On the central question, both parties are in effect agreed 
that fiscal policy should provide the principal agent for regulating the 
volume of demand. In this Labour has accepted that physical controls, 
even if it were possible to re-impose them in an economy that had been 
almost entirely “ freed”’, would be unlikely to be effective unless they 
were backed up by measures to bring total monetary demand into balance 
with the resources of the economy. On the other hand, in assigning only 
a specialized and limited rdle to monetary policy, Labour still does not 
appear to have recognized the lesson of the Crippsian experiment: this 
clearly showed that beyond a certain point attempts to disinflate by means 
of a budget surplus tend to be self-defeating, since very high taxes blunt 
incentives to work and save and, moreover, may encourage drafts on past 
savings. What is still far from clear is how far each of the parties would 
accompany its actions with exhortations, and how far it would regard such 
exhortations as a substitute for action. 

The same broad agreement between the two parties can be discerned 
when one turns from the prime objectives of policy and the principal means 
of achieving them to more limited problems such as local unemployment, 
roads, schools, hospitals, prisons and slum clearance. Both parties agree, 
implicitly or explicitly, that the record of post-war governments in many 
of these spheres has been disgraceful. Both are resolved to accord higher 
priority to these problems in the next few years, and the precise steps that 
each party would take seem, so far as they can be discerned, to differ very 
little. Nor, of course, is there any real difference between the parties on 
the question of the reform of Company Law and on the need to afford 
more protection to the small investor—though the Conservatives are open 
to criticism for awakening to these problems only on the eve of the election. 

What, then, are the real economic issues in this election that should 
decide an uncommitted liberal in favour of one party or the other? Cer- 
tainly, the choice is less clear-cut than it was in 1955, let alone in 1950 
and 1951. If the uncommitted liberal, surveying the rival programmes as 
objectively as he can, must again give his vote to the Tories this is because 
on many topics—most notably, of course, nationalization—the .Labour 
Party still refuses to see the vital difference between the facts of 1929 and 
the facts of 1959. Its pledges, for instance, to abolish all health service 
charges and to “ repeal the Rent Act ”’ betray a doctrinaire misconception 
of the nature of poverty in contemporary Britain, and of the most effective 
ways to relieve it. Its current attack upon the City similarly stems from 
a traditional belief that most—if not all—City men are either parasites 
or rogues. In the past five years the Labour Party has gone much farther 
than is generally realized to catch up with the times. Unhappily, it still 


has some way to go. 
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RADCLIFFE UNDER 
SCRUTINY 


What Role for Interest Rates ? 
BY PROFESSOR VICTOR MORGAN 


What is this Liquidity ? 
BY PROFESSOR FRANK PAISH 


A Post-mortem on ‘Freedom’? 
BY DR THOMAS BALOGH 


N our opening treatment of the work of the Radcliffe Committee we 

focused mainly on the facts: our September issue provided a detailed 

analysis and a broad appreciation rather than any closely reasoned 
critique. This issue comes to grips with the arguments and findings: it 
presents the first major appraisals by three distinguished economists. 

The two contributors of the “ liberal’? school were asked to take, first, 
a general view of the report, and then to look rather more closely at a par- 
ticular major aspect—Professor Morgan at the Committee’s view of the 
role of interest rates and debt management, and Professor Paish at what the 
Committee means (or does not mean) by its recommended “ centre-piece ”’ 
of monetary action, the “‘ liquidity of the economy”. Dr Balogh, as a 
left-wing economist who was liable to differ from these commentators at 
almost any point, was asked to roam as he chose over the whole field. 

On two points only are these three appraisals in accord. ‘They all warmly 
applaud the Committee’s massive contribution to knowledge, its provision 
of data, especially statistics, not previously available, and its plea for still 
more data. They all, however, find important parts of the Committee’s 
analysis—and even, in some instances, its conclusions—to be unclear. 

On one of the central issues of principle, Professors Morgan and Paish 
both agree that the Committee was right to emphasize that “ liquidity ”’ is 
not to be judged merely by money supply but by reference to the whole 
range of assets (Dr Balogh, by implication, shares this view), but neither 
is quite sure what the Committee means by this. Professor Paish, in his 
detailed scrutiny, concludes that it means neither qualitative liquidity—ain 
the sense of the ease with which the available assets can be turned into 
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cash—nor even “ quantitative’ liquidity, in the sense of the volume of 
assets. He thinks the Committee is concerned with a more elusive con- 
cept that possibly embraces both these factors; that the effect of changes 
in this so-called centre-piece will not be predictable; and that in practice 
monetary action will still have to be concerned with money supply. 

Professor Morgan, for his part, finds gaps and uncertainties in the Com- 
mittee’s suggested r6le for interest rates, especially short rates. And both 
he and Professor Paish dissent from the view that interest rates cannot be 
relied upon for short-term regulation—emphasizing that the Committee 
omits to consider the importance of postponement as distinct from cancellation 
of projects and does not observe that temporary shifts in rates (long as well 
as short) are significant precisely because they are temporary. 

Partly on these technical grounds, and partly because of the Committee’s 
desire to steer clear of doctrinal conclusions, the report is regarded as a 
poor guide for the monetary authorities. Professor Morgan remarks that 
“for obvious reasons” it gives no lead on the choice between “ free 
market’”’ and “ authoritarian’’ controls, and thinks that a Chancellor 
genuinely seeking guidance would find more to confuse than to help him. 

Dr Balogh, on this doctrinal point, has no such doubts. Unclear though 
he finds much of the Committee’s detailed argument—and in face of its 
own warning that it has not given a verdict on the rdle of monetary policy 
‘“‘in our society ’’—he yet is sure that it has totally demolished the case 
for it. Indeed, from the tone of his polemic the reader who has not himself 
studied the report (or perhaps our own analysis of it!) might well believe 
that this Committee had dismissed the whole of the liberal economic system 
as well—not to mention the wicked Bank of England. 


What Role for Interest Rates? 


By E. VICTOR MORGAN 


HE Radcliffe Report has given an excellent description of the various 
financial institutions that make up “the City”. It has provided 
new information on a number of important points; and it has made 
recommendations which, if implemented, will help informed discussion 
both by the collection of new statistics and the publication of important 
figures that have hitherto been kept secret. When this has been said, 
the virtues of the Report have been very largely enumerated. On matters 
of policy, unanimity has been purchased at the price of compromise, am- 
biguity and, at times, inconsistency. Detailed study makes it more rather 
than less difficult to discover precisely what the Committee’s views are. 
Its general ideas on the effectiveness of monetary policy have to be pieced 
together from a number of statements of very varying tone and emphasis. 
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On the whole, however, the result of this exercise appears to be negative. 
We are reminded of the features of modern society that reduce the impact 
of monetary policy on demand. High rates of taxation cut the effective 
cost of interest charges. Much of the long-term investment that should 
theoretically be most sensitive to variations in interest rates has been trans- 
ferred from the private to the public sector. In so far as monetary 
measures restrict spending by creating expectations of difficult trading 
conditions, their effectiveness has been undermined by the Government’s 
commitment to maintain full employment. Finally, monetary control has 
been impaired during much of the post-war period by the extreme liquidity 
of the economy. The Report notes that in recent years the rise in prices 
and the growth of national income have greatly reduced this liquidity, and 
so have created conditions distinctly more favourable for monetary control, 
but it sees a continuing problem in the liquidity of the banks’ bond holdings, 
which make them largely invulnerable to a rise in gilt-edged yields. Inci- 
dentally, this last point goes very oddly with the Committee’s attitude 
towards funding (discussed later) and with the fact that it does not even 
consider the possibility of restricting the banks’ holding of short bonds. 

In analysing how monetary measures work, the Report draws a sharp 
distinction between the “interest incentive effect’ and the “ general 
liquidity effect’’. The former may, of course, operate either on saving or 
investment. ‘The Committee is sceptical about the effect on saving, though 
it does not rule it out altogether. It believes that the great increase in 
personal saving during the present decade can be explained largely by the 
completion of re-stocking with durable goods as post-war shortages came 
to an end. This is probably true of the early 1950s, but it can hardly 
apply to the almost equally spectacular jump in savings in 1956-57. ‘The 
Committee barely mentions the effect on consumers of changes in capital 
values associated with changes in interest rates. 

A good deal of evidence was taken on the impact of interest rates on 
business decisions. ‘The Report concludes that the level of stocks is very 
insensitive to changes in rates. Investment in fixed capital is believed to 
be rather more sensitive, but changes in rates work only slowly; their 
impact varies greatly from one borrower to another; and they operate more 
to stifle new plans at birth than to check investment already planned. 
Evidence of this kind is peculiarly difficult to handle, since answers can so 
easily be influenced by small differences in the way in which a question is 
framed. It is difficult, therefore, to comment without having seen the 
evidence in full, but possibly a rather different impression might have been 
gained if the Committee had emphasized the postponement rather than 
the abandonment of plans. Be that as it may, it concludes that “* only very 
limited reliance’ can be placed on the interest incentive effect. 

The liquidity effect is regarded as more important, and there are passages 
in the Report that suggest that this is a really powerful instrument. Unfor- 
tunately, as Professor Paish points out in another article, the concept of 
“general liquidity”’ is never clearly defined, and when the Committee 
looks for actual evidence of spending having been checked by illiquidity, 
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its search is unrewarding. ‘This is not surprising, since most of its inquiries 
referred to a time when the liquidity of the economy was still very high. 

The Committee’s view of the effect of monetary measures on growth 
also influences its judgment. It concludes that, during the past few years, 
‘“‘the more conventional instruments have failed to keep the system in 
smooth balance”’ and that the drastic measures taken to meet crises have 
fallen mainly on the engineering industry and the public corporations, 
Both of these are sectors that the Committee appears to feel “ ought” to 
be rapidly growing. The point is also made that the rapidly expanding 
firm, which has most need to borrow, is most likely to be hit by credit 
restriction. ‘This is an argument that could easily be pressed too far. The 
object of monetary policy is not permanently to keep down investment, 
but to produce changes in timing when they are needed; and changes in 
timing, by whatever method they are brought about, can operate only on 
those who are, in fact, investing. 

The debate on the effectiveness of monetary policy has been long and often 
acrimonious, and the Report adds little that is new to the argument. In 
its conclusions, it is willing to concede to the rate of interest a considerable 
importance as a long-term regulator, and to this extent it is in the classical 
tradition. So far as short-run adjustments are concerned, it comes down 
fairly firmly, though with a number of qualifications, on the side of the 
sceptics. ‘The alternatives of fiscal policy and physical controls are regarded 
as outside the Committee’s terms of reference, though in the very brief 
comments that are made, the Report stresses their disadvantages at least as 
much as their virtues. For obvious reasons the Report does not even 
mention the value judgments involved in the choice between “ free market ” 
and “‘ authoritarian’ controls. Partisans on either side will be able to find 
support for their views by taking well chosen passages out of their context, 
but an innocent Chancellor genuinely seeking guidance (if such an animal 
exists) would find more to confuse than to help him. 

The Committee makes an important and valid point in stressing that 
liquidity must be considered in relation to the whole range of assets and 
not merely to the money supply, though at times it seems rather to under- 
rate the importance of money as a part of the more general structure of 
liquidity. The rate of interest, on the other hand, though relegated to a 
position of minor importance for its direct effects, comes back into its own 
in connection with liquidity. ‘‘ Interest rates have significant effects on the 
liquidity structure. If they could be uninhibited in their manipulation of 
interest rates the authorities would have powerful influence on the entire 
liquidity position ’’, and hence, ‘“‘ The authorities have to regard the struc- 
ture of interest rates rather than the supply of money as the centrepiece of 
the monetary mechanism ’”’. These rather odd statements appear to result 
from a confusion between liquidity and changes in capital values. Rates of 
interest cannot be ‘‘ manipulated’”’ as independent variables; they are 
determined by the supply and demand for assets of varying degrees of 
liquidity. The authorities can manipulate the supply of a number of these 
assets, including money and government bonds of different maturities; in 
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this way they can influence the prices of assets of varying degrees of liquidity 
and the structure of interest rates. The effect on lending and spending 
may arise either directly through changes in the volume of certain types of 
asset in existence (notably in the case of the banks) or indirectly through 
changes in capital values. 

The Committee’s emphasis on liquidity naturally leads it to attach great 
importance to the management of the national debt. “ The National Debt 
has come to be an integral part, even an indispensable part, of the web of 
claims and counter-claims that gives strength to the structure of financial 
institutions, and the management of the debt has become an opportunity 
for the monetary authorities in their task of influencing the pressure of 
total demand ”’. Elsewhere, it goes even further and states that, “ We 
find control of the supply of money to be no more than an important facet 
of debt management ”’. 

The problem of debt management is to provide for the cash needs of the 
Government, both for expenditure and debt redemption, consistently with 
maintaining a desired pattern of interest rates and a desired supply of 
assets of varying degrees of liquidity. The pattern of interest rates and 
the structure of assets are obviously very closely related, but for some 
purposes it is better to treat them separately. 


‘‘Unwarranted Optimism ”’ about Gilt-edged 


The Committee is, of course, well aware of the magnitude of the Govern- 
ment’s financial demands. It cites the fact that, for the first time in history, 
the Government has become a regular net borrower in peacetime as one 
of the factors tending to keep up gilt-edged rates; and it expects public 
investment to become relatively even more important in the 1960s. It 
suggests, however, that “‘ If the rising National Debt does no more than 
keep pace with a rising national income there should be sufficient increase 
in the private sector’s appetite for bonds to prevent bond yields from 
rising’. ‘This seems a very doubtful argument. Apart from all the other 
influences that affect bond rates, it is the relationship between the debt and 
other assets, not its relationship to national income, that is relevant. 
Government debt now accounts for over half the “ net worth ”’ of the private 
sector and, if this proportion rises even further through increasing public 
investment, it is hard to see how the effect on the gilt-edged market can 
be other than depressing. 

Perhaps because it was fortified by this rather unwarranted optimism, the 
Committee rejects all the suggestions put to it for financing the public 
corporations other than by loans from the central government. With the 
local authorities it goes even further and recommends that all authorities 
that so desire should be able to finance themselves from the Public Works 
Loan Board at the current gilt-edged rate. The Committee offers no 
new ideas for governmental borrowings by non-marketable securities. In 
effect it is envisaging that the whole of the public sector’s cash requirements, 
apart from the fairly modest contributions to be expected from National 
Savings, tax reserve certificates and the note issue, would have to be met 
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through the gilt-edged market or the bill market. There is no doubt that 
local authorities have been tapping some funds that would not have flowed 
into either of these markets at current rates, and there are strong reasons 
both for maintaining these forms of borrowing and for trying to devise 
other ways of appealing to those investors to whom conventional gilt-edged 
stocks are unattractive. 

The maturity composition of the national debt is obviously a very 
important influence on the general liquidity of the economy. The Com- 
mittee recognizes that the large volume of bills and very short bonds was 
an embarrassment in the early post-war years, but it apparently feels that 
this danger has largely passed away. ‘The Report is by no means enthusiastic 
about the continuation of funding along the lines of recent years. It sug- 
gests that the authorities have been unduly worried by impending maturities, 
and records “‘ the impression that no great progress in funding might bring 
supplies of short bonds down to uncomfortably low levels”’. As for 
Treasury bills, funding “‘ beyond a certain (not very remote) point would 
cause a major upheaval in our financial institutions ”’. 

The Committee apparently finds little wrong with the present maturity 
structure of the debt, and this is in line with its general view that monetary 
measures are mainly useful as long-term regulators. If little reliance is to 
be placed on monetary controls as short-term stabilizers, then the embar- 
rassing effect of a large volume of short-term debt in a credit squeeze does 
not matter much. ‘Those who persist in believing, with the present writer, 
that monetary measures operated vigorously and in the right environment, 
could still have very useful short-run effects, will probably also continue to 
believe that there is still room for a substantial reduction in the volume of 


both bills and short bonds. 


Exaggerated Fear of Rate Fluctuations 


The attitude of the Committee towards interest rates again follows more 
from its general view of monetary measures than from its logical analysis. 
Short rates “could move up and down frequently without appreciable 
effect on the general economic situation. But if some impact on the 
pressure of demand is sought, the authorities must see to it that the move- 
ment of interest rates reaches the long-term market, that it amounts to a 
change of gear, and that there is no attempt to brush it aside as a mere 
technical adjustment ”’. 

The idea of making this sort of change in long rates frequently is rejected 
partly because of the difficulty of getting the rate down without causing 
‘a flood of liquidity ”’, but mainly because of the damage that it might do 
to financial institutions. Widely fluctuating capital values are an obvious 
inconvenience to institutions, and some of them make matters worse by 
irrational accounting techniques, but the real danger can easily be exag- 
gerated. No major institution was destroyed or seriously weakened by the 
unprecedented fall in gilt-edged prices that started in 1947 and extended 
to the mid-1950s, and many are willingly accepting the risk of wide and 
frequent fluctuations in capital values by going into equities. 
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Moreover, this part of the Committee’s argument is hardly consistent 
with its earlier analysis of how monetary measures work. There the emphasis 
was on the unimportance of the “ interest incentive effect” and the power 
of the “‘ general liquidity effect’’. Here the emphasis is on the “ change 
of gear’’, which applies only to the interest incentive effect, and the 
liquidity effect appears to have been forgotten. In order to bring about a 
worthwhile change in capital values, fairly wide fluctuations in short rates 
are necessary, but quite small changes in long rates, especially if they are 
believed to be temporary, may be enough to encourage or check the realization 
of financial assets and so to increase or diminish the demand for real resources. 

The Committee frequently urges that the authorities should make “ more 
positive use of interest rates ” in their management of the debt. It suggests 
that the argument that official sales are possible only on a rising market 
may have been overdone, and it makes the important point that, if a rise 
in rates is desired, a sharp break may be better than a long period of sagging 
prices with the government broker following the market down. 

When it comes down to the brass tacks of how, when and why to bring 
about a change in rates, the Report is again strangely negative. The long 
rates should be set in accordance with a fairly long view of the supply and 
demand for resources, and one gets the impression (though it is never 
explicitly stated) that, when a satisfactory rate has been established, it 
should be held fairly stable until a change in economic conditions justifies 
a move “‘ amounting to a change of gear”. This would seem to imply 
that more temporary operations intended to operate on liquidity should be 
confined to the bill market and to short and medium bonds. Yet, apart 
from several assertions of the unimportance of very short rates, the Com- 
mittee has hardly anything to say about this. 

The whole problem of operations in bills and very short bonds is one on 
which the Committee’s discussion is less than adequate. Another, and 
closely related, one is the consistency of the various objectives of debt 
management. It is stated that the authorities should push rates “ high 
enough to attract sufficient firm holders . . . and yet consistent with demand 
in the public sector, demand in the private sector, and the available resources 
of the economy ’”’. If different rates were not linked by any traditional 
notions of what is normal—if, for example, a 7 per cent yield on Consols 
combined with a 2 per cent yield on equities would not appear at all odd— 
there might be no difficulty here. As it is, there is a very real one. If the 
supply of gilt-edged is too large or the demand too small, the authorities 
may find themselves either having to push the long-term gilt-edged rate so 
high as to inhibit the growth of the private sector, or else to issue large 
quantities of bills and short bonds that will not be in the hands of “ firm 
holders”. This is the real argument for trying to finance some of the 
needs of the public sector other than by the sale of gilt-edged. 

If, on the other hand, the volume of bills and very short bonds can be 
kept sufficiently low, and if the Government can cover its cash needs without 
being forced to add to these very liquid assets, then the authorities may be 
able to use operations in short-term securities in order to produce a short- 
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term change in total demand. Such operations would cause fairly wide 
fluctuations in short rates, but their repercussions on the long end of the 
market could be quite modest, as they have often been in the past. The 
changes in rates would be the consequences of changes, brought about by 
the authorities, in the supply of highly liquid assets, and they would be 
associated with changes in capital values. Both the change in the actual 
volume of liquid assets and the change in the capital values would reinforce 
the direct interest effect in its influence on lenders and spenders. Finally, 
the whole essence of such changes is that they should appear to be tem- 
porary. The objective would not be to change the average volume of 
spending over a long period, but to bring about marginal adjustments in 
timing: it needs to be emphasized that the incentive to accelerate or postpone 
is stronger the more temporary high or low rates are believed to be. 


What is this Liquidity ? 


By F. W. PAISH 


that runs through the Radcliffe Committee’s analysis, and shapes 

many of its conclusions, on monetary policy. ‘There are, however, 
some other major aspects, selected from the many, that cannot be passed 
over without comment. 

It has first to be acknowledged that in its descriptive sections the Report 
provides a clear and very useful statement of existing knowledge, together 
with a good deal of new information on matters, such as the changes in 
the amount and distribution of national debt in non-official hands, about 
which it has hitherto been possible only to guess. About the recommenda- 
tions on the relationship between the Bank and the Treasury, which I 
should imagine would give rise to more disagreement than almost anything 
else in the Report, I am not competent to speak; but I have every hope 
that the recommendations for more factual and other information about 
the operations of the monetary authorities will meet with enthusiastic sup- 
port from everyone—subject, perhaps, to the regrettable exception of the 
monetary authorities themselves. 

The main recommendations on policy hold out no hopes of easy and 
general solutions, and to some may appear largely negative. I am, however, 
profoundly grateful to the Committee for two recommendations of the 
greatest importance. ‘The first is that “ the authorities should not aim at 
complete stability of interest rates, but should take a view as to what 
the long-term economic situation demands and be prepared by all the 
means in their power to influence markets in the required direction ”’ (498), 
and that a continuation of “ moderately high bond rates” is appropriate 
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to the situation likely to exist in the early 1960s (571 to 577). One reason 
that the Committee gives for the latter view merits particular emphasis: 
“the belief that a well-spread portfolio of equities gives the investor the 
chance to share in the benefits of economic growth ”’ (574). 

This belief springs directly from the expectation that no government 
will in future allow any really substantial amount of unemployment to 
appear, even temporarily. So long as a large proportion of employment 
remains in the private sector, this means that business profits will have to 
be allowed (or induced) to rise more or less in step with national money 
income. Even with stable prices, it may be expected that national money 
income will rise by an average of at least 2 per cent and perhaps 3 per cent 
a year. If dividends, which still absorb an unusually low proportion of 
company earnings, rise proportionally with profits, an investor with a 
‘‘ well-spread portfolio of equities’ can look forward to an average rise of 
2 per cent or 3 per cent a year in his investment income and, with stable 
interest rates, in the capital value of his securities. ‘The removal of the 
fears of a major trade depression also removes the main reason which in 
the past has kept the yield on sound equities above the long-term gilt- 
edged rate, and the investor is now given the choice between securities 
which offer a stable income and, at best, stable capital values and others 
which offer incomes and capital values rising by 2 per cent or 3 per cent 
a year. It would not be unreasonable to prefer equities even when they 
offer a current yield appreciably below that obtainable on long-dated 
government securities. But the yield on equities cannot stand too far 
below what companies can hope to earn on new investments, or a rush of 
new issues will either pull equity prices down again or give rise to excess 
demand and inflation. If therefore it is to offset the attractions of capital 
appreciation (even if subject to tax), the yield on fixed interest securities is 
likely to remain high. 

The other finding of the Report for which I am particularly grateful is 
that the cheapest way out of its difficulties for a country with over £3,000 
millions of short-term foreign debts and an inadequate gold reserve is to 
behave in such a manner that the owners of the debts retain the confidence 
that they will be able to get their money whenever they want it. The 
best way to retain this confidence is to maintain a sufficiently large favour- 
able balance of payments on current account. ‘‘ We regard the right course 
of action as one calculated to add to the reserves or reduce liabilities out 
of a current surplus sufficiently large to leave room also for long-term 
investment abroad ”’ (662). 

The parts of the Report that I find less enlightening than I had hoped 
come mainly in the analysis of the way the system operates. At several 
points I have found myself wishing that the Committee had taken its 
analysis further and made it more precise. 

A matter of which a fuller analysis would have been particularly welcome 
is the Committee’s concept of what constitutes a change in the liquidity of 
the system. ‘The Report repeatedly insists that “‘ the factor which monetary 
policy should seek to influence or control is something that reaches beyond 
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the ‘supply of money’. It is nothing less than the state of liquidity of 
the whole economy ” (981). But we are nowhere given any clear definition 
of just what is meant by “ the state of liquidity of the whole economy ”’, 
and an attempt has therefore to be made to deduce it from the various 
references scattered through the Report. 

The Committee is, of course, on unassailable ground in refusing to limit 
the concept of changes in liquidity to changes in the supply of money. 
Much misunderstanding would have been avoided if the phrase “ liquidity 
preference ” had never been given a purely monetary connotation. In the 
full meaning of the term, liquidity preference can be exercised not only 
through the amount of money held, but also through an infinite number 
of variations in the forms and proportions not only of non-monetary assets 
but also of liabilities. But whether a given change in the form of non- 
monetary assets or liabilities, or in the institutional facilities through which 
they can be marketed or pledged, does or does not increase or decrease the 
state of liquidity of the economy can still be decided by a monetary test. 
If there is an increase in non-monetary liquidity in either of these quali- 
tative ways, a given standard of total liquidity can be achieved with a 
smaller holding of money, while a decrease in non-monetary liquidity 
requires an increased holding of money if the same standard of over-all 
liquidity is to be maintained. ‘Thus an increase in non-monetary liquidity 
will cause a decrease in liquidity preference, in the conventional sense, 
while a decrease in non-monetary liquidity will increase it. An increase in 
non-monetary liquidity therefore has the same effect as an increase in the 
quantity of money, since the money set free by the increase in non-monetary 
liquidity is made available for additional expenditure on assets, thus bringing 
down the rate of interest, or on services, thus raising national money income. 


Conflicting Definitions 


The effects of changes in the form of assets and liabilities, and of develop- 
ments in the markets dealing in them, upon the demand for money at given 
levels of national income and interest rates (or, to put the same thing 
another way, upon the level of interest rates at given ratios of money supply 
to national income) may very well have great importance over long periods. 
Over shorter periods, however, it seems probable that they have a much 
smaller effect on the level of interest rates, not only than changes in the 
money/national income ratio (which, as the Committee shows (in 478), has 
fluctuated from just over 50 per cent in 1930 to nearly 80 per cent in 1947 
and back to about 43 per cent in 1958), but also than other non-monetary 
changes in liquidity. Of these by far the most important seem to have 
been changes in expectations about the future stability of interest rates, 
which may cause wide variations in the acceptability of fixed interest 
securities as substitutes for money as a store of value. ‘The Committee 
itself provides evidence of the importance of these expectations in its argu- 
ment for rejecting the policy of stabilizing long-term interest rates, on the 
ground, among others, that it would mean the “ monetization” of the 
whole national debt (494). Their importance is also emphasized in a 
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contrary argument, that wider fluctuations in yields on bonds are undesir- 
able on the ground that various financial institutions would find government 
bonds less satisfactory substitutes for money (491)—in other words, such 
fluctuations would mean the “ de-monetization”’ of the national debt. 
(It is difficult to reconcile these two paragraphs, unless we take the view 
that whatever degree of monetization the national debt has achieved at 
any particular moment should necessarily be maintained.) 

That the Committee attaches much greater importance than seems 
justified by the foregoing analysis to short-term changes in assets and in 
market institutions suggests that it may be using a definition of liquidity 
that differs from the one used above. ‘This impression is supported by the 
fact that the Report seems to attribute increases in non-monetary liquidity 
not only to changes in the form and marketability of assets, but also to 
changes in their quantity (e.g. 478). Now while we can be certain of the 
direction (though not the amount) of the changes in the demand for money 
that will follow changes in the form and marketability of existing non- 
monetary assets, there is no such certainty about the effects on the demand 
for money of the creation of new assets. ‘This is because, while all assets 
(not merely financial assets, as the Committee seems to suggest) are to a 
greater or less extent substitutes for money as a store of value, they are 
complementary to money in its capacity as a medium of exchange. While 
therefore all assets possess some degree of “ moneyness”’ in the former 
capacity, it is usually possible, at any given time and in any given country, 
to draw a fairly sharp line between those assets which are widely and 
generally used in the payment of debts, and those which are not. As a 
medium of exchange money provides a service that is unique, and the 
demand for that service is increased by, among other causes, an increase 1n 
the quantity of non-monetary assets (since that will tend to increase the 
turnover in the markets for such assets). 

If, therefore, new assets are created, there are two opposing results on 
the demand for money. ‘The new assets provide substitutes, the closeness 
of which depends upon their form, for money in its capacity as a store of 
value. But they also tend to increase the demand for money in its capacity 
as a medium of exchange. Which effect will prove the stronger, and 
whether the net effect is to increase or decrease the aggregate demand for 
money at unchanged levels of interest rates and incomes, it is not possible 
to predict. ‘The closer the substitutes that the new assets provide for 
money as a store of value, the more likely it is that the fall in the demand 
for money as a store of value will be greater than the rise in the demand 
for it as a medium of exchange, and that the net effect will be an increase 
in over-all liquidity. But there can be no certainty. 

The fact that the Committee regards it as axiomatic that an increase 
in the volume of financial assets brings an increase in liquidity suggests 
that it has in mind a definition of liquidity different from that given above 
The best word I can find for what I think they mean is “ unsqueezability ”’. 
If a man is owed a debt that is repayable in the near future, or owns assets 
that can be easily sold or pawned, it is difficult to stop him getting hold 
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of money. If the quantity of money is fixed, the resultant new demand 
for money competes with existing ones, and tends to drive up the rate of 
interest. This in turn induces some release of money from idle balances, 
and allows the velocity of circulation to rise.* If the supply of money is 
limited, everyone with saleable or pledgeable assets can join in the com- 
petition for the available supply of funds, including the money newly 
released from idle balances, and those who are prepared to pay most for 
them get them. Often the successful bidders intend to use the money for 
purposes which the Government does not regard as of high priority; but 
the wider the distribution of assets, and therefore of creditworthiness, and 
the more perfect the organization of the capital market, the more difficult 
it is to prevent people getting hold of money and using it as they want to. 

The difficulties of the authorities in controlling the use of resources in 
the economy are greatly increased when the owners of assets can not only 
assert a claim to a share in the use of existing money, but can force an expan- 
sion in its quantity. ‘This power has long existed for a limited group of 
holders of a particular kind of assets. The right of the discount market 
to borrow unlimited amounts of money from the Bank of England has 
made it impossible for the Bank to prevent the discount houses, and through 
them the clearing banks, from obtaining as much cash as they want; all the 
Bank can do is to make it more expensive to turn non-cash assets into cash 
by raising Bank rate. Since the immense rise in the size of the Government 
redeemable debt, this power of obliging the authorities to convert non- 
money assets into money has been extended from the discount market to 
the general public. Anyone holding Government securities due for repay- 
ment can force the Government to provide him with money simply by 
declining to renew his loan; and if the Government wishes to avoid bor- 
rowing from the banks and so creating more money it must offer to holders 
of existing balances interest rates high enough to persuade them to release 
them. In these circumstances, any attempt by the Government to limit 
the use of money by the public by making it generally scarce results merely 
in the attempted squeeze being passed straight back to the Government; 
and, apart from physical controls, the Government’s only defence is to 
offer sufficiently high interest rates to induce either existing borrowers to 
cut down their demands or holders of idle balances to release them. On 
this definition, therefore, a rise in the volume of Government debt increases 
the liquidity of the non-Government sector even though it may also increase 
(and probably has increased) the aggregate demand for money at given 
levels of interest rates and national income. 

The great vulnerability of the Government to counter-pressure, from 
those who seek to escape from a shortage of money by declining to renew 
maturing Government loans, fully justifies the Committee’s views about the 
impossibility of the Government’s standing aside from monetary decisions, 





* The Report says (footnote 1, p 133) that the velocity of circulation can be regarded as 
dragging interest rates up with it. This is surely to reverse cause and effect. It is the 
rise in interest rates, caused by an excess of demand for loans over supply at existing rates, 
that induces some holders to release idle balances and so brings an increase in velocity. 
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and about the importance for the economy of the way the national debt is 
managed. It is also possible to understand, if not necessarily to agree with, 
its proposals that, in conditions of emergency, the Government should take 
steps to shield itself from the efforts of the private sector to ‘ squeeze 
back’ at it, by direct controls over capital issues and consumer credit 
(524, 984), and by requiring the banks to hold a minimum proportion of 
their assets in the form of Government obligations of all types, including 
securities (527). (The Committee calls this a maximum ratio of advances 
to deposits, but it comes to the same thing.) 


Importance of Money Supply 


It is, however, difficult to believe that, even on the definition of liquidity 
that the Committee seems to adopt, over short and medium periods changes 
in the quantity, form or marketability of non-monetary assets held by the 
public are comparable in their effects with those caused by changes in the 
money/national income ratio or (more rarely) by major changes in expecta- 
tions about the future level of interest rates. After all, the last great increase 
in the ratio of Government debt to national income occurred during the 
first world war (as the Committee shows, the rise in the quantity of Govern- 
ment debt in non-official hands since before the second world war has 
hardly kept pace with the rise in national income); while the only two 
major changes in the form of the debt during the past forty years occurred 
during the heavy funding of short-term bonds in the 1920s and with the 
great expansion of short- and medium-term debt during the second world 
war. While, therefore, changes in non-monetary liquidity, as apparently 
defined by the Committee, may be of great importance in comparing con- 
ditions to-day with those of twenty-five or fifty years ago, they are almost 
certainly of minor importance in considering changes from month to month 
and from year to year. It is therefore difficult to understand the Com- 
mittee’s determination to discuss monetary problems in terms of over-all 
liquidity, which is not measurable, instead of in terms of the quantity of 
money (or rather, of the money/national income ratio), which is. 

It is also difficult to understand why the Committee, because changes in 
the quantity of money exercise their effects mainly through changes in 
interest rates, should discuss the results of official purchases or sales of 
Government securities so largely in terms of their impact effect on interest 
rates and so little in terms of their effects on the quantity of money. After 
all, the ability of the Government to avoid borrowing from the banks on 
Treasury bills is the clearest evidence that it has been able to withstand a 
“ squeeze-back ”’ by the private sector. 

The Committee is less hampered than might have been expected by its 
expressed refusal to consider effects of changes in the quantity of money 
rather than in general liquidity for the reason that, where really necessary, 
it sometimes does talk about the quantity of money, though often under 
some disguise. Thus in its discussion (490) of the difficulty of attempting 
to control the economy by large and sudden reversals of the long-term rate 
of interest, it says that “‘the Bank of England is the ultimate source of 
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liquidity and can name its price for every maturity in which it chooses to 
trade’ and “‘ when it wants to reverse the operation it has to pour out cash 
in exchange for bonds, and this glut of quidity is likely to be a great 
embarrassment in the future” (my italics). In both sentences, for 
‘liquidity ”’ read “money”. There are, however, other occasions when 
the Report’s conclusions may very well have been influenced by the Com- 
mittee’s analytical approach. There is, for instance, the rather puzzling 
recommendation that local authorities should revert to the practice of 
borrowing from the Treasury rather than from the public, partly on the 
ground that by borrowing so largely on short-term they have been acting 
‘clean contrary to the funding policy of the monetary authorities ”’ (597), 
But there is surely a world of difference between a short-term local authority 
loan from the public and an increase in the Treasury bill holdings of the 
banks. An increase in the Treasury bill issue is inflationary mainly in so 
far as it adds to the liquid assets of the banks and to the total of bank 
deposits. An increase in Treasury bills held entirely by the public (the 
banks’ customers) is only slightly more inflationary than an issue of securities. 

Another verdict in the Report that might have been different with a 
different approach to liquidity is that on the usefulness of monetary 
measures in dealing with temporary outbreaks of excess demand, presum- 
ably as the result of fluctuations in the demand for stocks. "The Committee 
argues, in my opinion rightly, that a long-term tendency towards an excessive 
level of fixed investment can appropriately be dealt with by a restriction of 
liquidity (in practice, of bank deposits) in the hands of the public and a 
rise in long-term interest rates. But it feels that in dealing with temporary 
fluctuations in demand it would be undesirable to attempt to use wide 
fluctuations in long-term rates, while it considers that small fluctuations in 
long-term rates, or any fluctuations in short-term rates, would have little 
or no effect (488, 489). In reaching this conclusion, the Committee may 
be underestimating the effects of even small movements in long-term rates 
provided that they are regarded as temporary, and provided that they are 
accompanied by much larger movements of shorter-term rates. If a rise 
in long-term rates is confidently expected to be reversed in six months’ 
time, people requiring long-term finance will look at the changes in capital 
values rather than at current rates. If by postponing the issue or sale of 
a security an extra 5 per cent can be realized on its price, there is quite a 
substantial incentive to postpone the sale or issue, even though a 5 per cent 
change in the price of a long-dated 5 per cent bond represents a change of 
little more than } per cent in its yield to maturity. The postponement of 
the issue or sale will, however, have no effect on expenditure if the gap 
can be bridged by a short-term loan; but the would-be investor will not 
seek such a bridge if the cost is enough to offset the advantages of post- 
poning the long-term borrowing. For a six months’ loan this cost would 
have to be about 10 per cent above the normal level, or perhaps 15 per 
cent in all. A similar result would, of course, be achieved if borrowers, 
unable to obtain additional facilities from their usual sources, were obliged 
(as the Committee suggests is sometimes the case) to borrow elsewhere at 
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much higher rates. If it is generally believed that long-term rates of 
interest are likely in future to show only small fluctuations at round about 
the existing level, there seems no reason why quite small fluctuations in 
long-term rates, accompanied by much wider movements in short-term 
rates, should not exercise a very appreciable effect on postponing expendi- 
tures—and since, by definition, the difficulties are temporary, it is post- 
ponement rather than cancellation that is desirable. 

In conclusion, it may be noted that there is one recommendation in the 
Report which, if adopted on a large scale, might well do more to increase 
the liquidity of the system than many of the other factors to which the 
Committee draws attention. This is the institution of a “ giro’’ system, 
possibly by the Post Office in co-operation with the banks, which would 
accept interest-free deposits, to be freely transferable to other “ giro” 
accounts throughout the country on the instructions, usually written, of 
the owner. Although part of the rise in “ giro’ accounts would no doubt 
be offset by a reduction in existing forms of money, the final effect would 
almost certainly be a net addition to the existing stock of media of exchange; 
and if this addition turned out to be large, its effect would be equivalent 
to that of the creation of a large additional amount of existing types of money. 


A Post-mortem on ‘Freedom’ ? 


By T. BALOGH 


HE Radcliffe Report marks a point of great historical importance. 

It marks the beginning of the ebbing of the fiery post-war frenzy 

for decontrol, for the restoration of the rate of interest to its time- 
honoured place as the sole controller of the economy. It was contended 
then, with increasing confidence, that its restoration would solve the 
country’s problem smoothly and quickly. But the jolts and difficulties 
continued after its revival, in spite of the major favourable swing in the 
terms of trade. By 1956 most of the original enthusiasm had worn off. 
Now comes the judgment of the Radcliffe Committee, the membership of 
which was hardly predisposed against monetary control. It is of immense 
importance that, after more than two years’ painstaking work, after having 
heard the case for monetary control from its eminent official and unofficial 
sponsors, this Committee repudiates the paramountcy of monetary policy. 
“Monetary measures can help but that is all” (514). With that para- 
mountcy there also goes the so-called new orthodoxy—the importance of 
the supply of money, and of banking control through funding, which I tried 
to criticize in these pages some three years ago,* and which acquired such 





* The Banker, June, 1956. 
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influence after 1951, especially under Mr Thorneycroft. In England the 
impact of the returned prodigal has always been greater than that of the 
original critic. Let us hope that it will be so this time. 

This does not mean that we have here a really satisfactory document. 
The presentation is unclear and repetitive. Unanimity has involved a 
heavy price. The Committee’s criticisms or suggestions are diffused 
through 400 pages and crop up in varying contexts even though on the 
same subject. From the point of view of operational action the report 
could not be less suitable. Even from the point of view of enlightening 
the public its structure is most unfortunate. Problems of institutional 
character are not clearly demarcated from policy questions and the descrip- 
tion of functioning is mixed up with both. The fact that the Committee 
refused to summarize its own findings makes matters worse: for many 
recommendations are left hanging in the air, often rather contrary to others 
expressed or implied in other sections of the report. 

The fundamental problems of Britain—inseparable from its terms of 
reference—receive no thorough discussion. Instead of considering, among 
other vital aspects, the role of investment, productivity and wage policy in 
solving the problem of compatibility between full employment and price 
stability, the Committee concentrates entirely on monetary problems in the 
narrowest sense of the word. On the problem of the international réle of 
London and the future of the sterling area, it accepts an estimated £450 
millions annual export surplus without either discussing the feasibility or 
the implications to Britain. ‘Therefore there is no analysis worth having 
as to what sort of capital export ought to be permitted or would strengthen 
the country’s international position. Instead we get sets of the highest 


common platitudes. 


No ** Monopoly ”’ for Monetary Controls 


Yet all these blemishes and failures do not preclude a feeling of pleasure 
and appreciation about the Committee and its work. Pleasure because a 
number of extremely disturbing fallacies have at last been exposed, and 
pleasure because there is no need to fear that this report will make a change 
in policy impossible. Indeed, an energetic Government can derive extremely 
far-reaching recommendations from the body of the report, and an energetic 
opposition has been given ample ammunition for attack on those aspects of 
policy that to me seemed inimical to the interests of the country. ‘The 
report has left the door open and it will not do any mischief. 

The Committee discusses and rejects outright the fashionable crude 
form of the quantity theory of money that was at the base of earlier policy 
recommendations. It is equally devastating to the view that the rate of 
interest can provide a flexible and subtly working mechanism by which 
investment and demand can be “‘ optimized’. It dismisses this “ interest- 
incentive ” effect by observing: ‘‘ We have sought, without much success, 
for convincing evidence of its presence in recent years’ (386), concluding 
that if the rate of interest is to work it has to work by other means, by a 
psychological shock. Recent experience has been “ far removed from the 
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smooth and widespread adjustment sometimes claimed as the virtue of 
monetary action; this is no gentle hand on the steering wheel that keeps a 
well-driven car in its right place on the road ”’ (472). 

Once this is realized, the claims that monetary policy, because it is “‘ con- 
formable to the price mechanism ”’, can and should have a monopoly in the 
management of the economic system fall by the board. It is unfortunate 
that at this crucial point the Committee refuses to extend its inquiries 
positively into the mechanism of the relationship between the monetary 
factors and “‘real”’ factors, and more especially into the conditions of 
successfully solving the fundamental problem of securing price stability 
without sacrificing full growth. It coins a memorable phrase, “‘ The choice 
between conflicting alternatives is a continuous process, to be lived through 


all the time ”’ (64), and leaves it at that. 
Spring-cleaning—or Whitewashing ? 

Within the limits of the monetary problem, in its narrowest sense, the 
Committee does, however, a very useful job of spring-cleaning. Its con- 
tribution will, among other things, help to destroy that pernicious fallacy, 
the doctrine that certain mainly indirect monetary measures have “ neu- 
trality ’’ and “smoothness ”’, which “ liberal’’ economists have sharply 
contrasted with the “ biased and violent” action of direct controls. This 
fallacy was one of the most plausible arguments for de-control. 

Unfortunately, the Committee does not discuss in detail the precise way 
in which the monetary machine can influence spending decisions. It 
simply refers to changes in liquidity of both borrowers and lenders. It 
leans to the new “‘ Federal Reserve ”’ orthodoxy that high rates of interest 
mainly discourage lenders rather than borrowers (393). But this is too 
tenuous or haphazard a weapon upon which to rely. The explanation of 
this failure is that the Committee here accepts Professor Kahn’s analysis, 
takes it over without a real understanding of his theoretical explanation (395), 
and never defines the liquidity concept and its relationship to spending 
motivations. 

This is regrettable; a new and even fuzzier concept is substituted for the 
quantity of money. Moreover, after a fairly long passage explaining the 
unimportance and ineffectiveness of the rate of interest the Committee 
does not feel able to draw the logical conclusion and explain how monetary 
policy is to tie in with fiscal policy and direct controls. Instead, it veers 
round to emphasize the importance of the whole structure of interest rates, 
and especially the long-term rate of interest as a long-term guide (498)— 
but it rejects completely the recommendation that the rate of interest 
weapon should be made effective by using it ‘‘ much more violently than 
hitherto” (491). No guidance is given on the phasing and proportions of 
the ingredients—monetary, fiscal and physical—that make up the policy 
‘* package ”’. 

Here, then, the quest for unanimity left policy recommendations in the 
air. It is to be feared that if a Conservative Government should be 
returned at the election these contradictions and evasions can and will be 
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used to whitewash the policy of the last few years—and leave everything 
much as it was before to the detriment of economic growth and Britain’s 
position in the world. 

This brings us to the second group of problems with which the Com- 
mittee grappled, the question of banking control in the narrower sense. 
Here again a number of extremely dangerous fallacies have made them- 
selves felt in the last decade. The traditional control of the banks was 
said to have been made impossible in modern circumstances by the fact 
that the banks could always obtain additional cash by applying pressure to 
the discount houses, since the Bank of England, as the “lender of last 
resort ’’, would have to accommodate them. As I pointed out in my 1956 
article, already mentioned, there is a perfectly good answer to this trouble: 
the institution of prescribed and variable liquidity ratios, or ratios of advances 
to deposits. ‘The Committee accepts this view and emphasizes the dan- 
gerous repercussions that might result from funding operations carried 
out in an uncritical, mechanical fashion, such as was advocated at the time. 
The banks can always replenish their liquidity by selling short invest- 
ments (506), so that the over-all liquidity ratio can be used as the regulator 
only in normal circumstances, i.e. when there is little pressure. It should 
be so used and the 30 per cent minimum should be made explicit (505). 
In emergencies, apart from non-monetary controls, the control of advances 
(through a direct ratio of advances to deposits (525)), of consumer credit, 
and of capital issues should be enforced. 

Only a few words need be said on the Committee’s view on the manage- 
ment of the National Debt. The Government’s monetary mystique and 
desire to ‘cut out extravagance’ have in this field produced especially 
objectionable results. First, the local authorities were forced to go to the 
market instead of obtaining finance from the Exchequer. Further attempts 
were (and still are being) made to oust the nationalized industries from 
‘ below-line ’ Exchequer finance. A number of people hoped that somehow 
or other the nationalized industries could be subjected to the ‘ discipline 
of the market ’—a completely meaningless term in this connection. The 
Committee recognizes and rejects this ultra-price-mechanism approach 
(593, 594). ‘The decision how much to invest and who is to invest must 
be taken deliberately. ‘The Government cannot escape making this decision, 
and once taken the method of borrowing will have to fit the market situation 
instead of a predetermined prejudice. 

If the encouragement by the Bank of England of the discount market 
syndicate and its tactics are taken into account (166, 167, 170), together with 
its effects on the cost of Government finance (588-90), one can hardly help 
coming to the conclusion that official policy tended to favour the income of 
the financial community to the detriment of public budgets and balanced 
social priorities (while debt management policy as a whole contributed to 
the slowing down of economic growth). Characteristically, however, the 
Committee refrained from enquiries into the profit margins of the banks or 
other financial agencies (168). It contented itself with the assurance that 
any profiteering by the discount market would be squeezed by the banks. 
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Whether the whole sector is not unduly costly to the country is a question 
that has yet to be investigated. 

The last but perhaps most important topic in the analytical part of the 
report is its discussion of the impact on Britain of London’s internationalism, 
and of sterling’s status as an international currency. ‘The treatment here 
is characteristic of the whole. Such analysis as there is, such statements and 
recommendations as are made, are sound. ‘The Committee, here too, has 
performed a signal service. But here, too, it has run away from most of the 
important problems, particularly those of convertibility and capital exports. 


Why No Criticism of Convertibility ? 


The Committee did not even find it necessary to analyse the meaning of 
the changes in the sterling area since before the war and their impact on 
Britain’s international position. It accepts what 1s as it is, without argu- 
ment, and asserts that a return to convertibility does not alter “ anything 
fundamental” in the functioning of the sterling area (658). While it 
rejects the abandonment of the sterling area in its present form, it does not 
answer the case against it that has become so fashionable lately. It opts 
for unlimited capital exports to the sterling area without enquiring how the 
capital is used and whether it really strengthens the position of Britain (740). 
Yet the capital export since the war, as we well know, did little “ to bind 
together in mutual dependence the economies of the United Kingdom and 
the great primary producing countries of the world”’. On the other hand, 
the Committee shows that the equilibristic devices of fluctuating exchanges 
and of pegging the forward rate of exchange in the hope of attracting funds 
to London, cannot work in circumstances when they are needed, and are 
not needed in circumstances in which they could work. 

Under these conditions one would expect that the Committee would be 
critical of de-control and the introduction of convertibility. Not a bit. 
Though it is in favour of retaining control over international capital move- 
ments it is sceptical of the effectiveness of administrative control (728). It 
did not discuss the most important reason of this failure, the unwillingness 
of the Bank to implement control. An ex-director of the Bank, Mr Siep- 
mann, has recently explained in a letter to The Times (August 31, 1959) 
that he “ originated ”’ the phrase that dubbed exchange control “ futile and 
mischievous ”’ and was astonished at the “‘ amazing docility ”’ of the public 
in obeying the law, softened as it was by the “ flexibility’ of its administra- 
tion. If policemen had this attitude to theft little safety could be expected 
for property. But then policemen would be disciplined if they expressed 
such sentiments. ‘The privately-owned British pool of dollar securities 
(apart from those owned by the Government and amounting to perhaps 
$1,000-1,100 millions) amounts to $4,000 muillions—plus any hidden private 
holdings. ‘Thus the panicky measures of 1954 (as well as 1957) seem even 
more difficult to explain. 

The Committee admits (402 et seq) that it was the international rather 
than the internal situation, and especially overseas opinion, that enforced 
restrictive measures detrimental to British growth. Unfortunately, the 
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logical conclusion that measures are needed to free Britain from this incubus 
and an analysis of how this could be done, have not been given by this 
report. The Committee accepts the Treasury’s estimate that a £450 
millions export surplus would be needed to sustain the present system 
without ever asking whether such a figure can reasonably be expected to be 
achieved without a drastic revision of policies.* Still, even this part of the 
report, perhaps the least satisfactory of all, does sterling an important 
service. ‘The Committee comes out against acceptance of unconditional 
convertibility in accordance with Article VIII of the Bretton Woods agree- 
ment and points out (690) that the romantic notions about the so-called 
scarce currency clause (Article VII), from which emerged the exaggerated 
hopes of most British economists, are in fact ineffectual. It therefore wants 
to retain the right to discriminate. 

It also perceives the awkward limitations on the desirable increase of 
international liquidity imposed by the present Charter of the International 
Monetary Fund, and accepts completely the plea for transforming it into a 
real international central bank (678). Equally welcome is the rejection of 
the dangerous proposal that the sterling balances should be taken over by 
the IMF against the shouldering of dollar obligations by Britain (660, 678). 
Though the Committee did not go into the problem of convertibility really 
satisfactorily, it at least points out that sterling balances, though they repre- 
sent British liabilities, have the essential function of monetary reserves for 
the member countries of the sterling area. Their repayment, especially 
forcible repayment through deflationary policies, might be detrimental to 
stability and in unfavourable circumstances might initiate a cumulative 
downward movement (663). Nevertheless, it seems to think that borrowing 
for the sake of maintaining the present system might be justified (740-47). 
This seems a little odd,. given the eloquent emphasis on the deflationary 
dangers that might arise on repayment of such obligations. 


Balm for *“* Crude Marxists ”’ 


The most important part of the institutional aspect of the report analyses 
the existing relationship between the Bank of England and the Government. 
Far from establishing the unchallenged primacy of the Treasury in all 
respects, the 1946 Nationalization Act seems, by its ambiguity, to have 
strengthened the Bank (510) and made the relations between them uneasy 
(761).f By implication it becomes clear (762-67) that this ambiguity has 
been used to establish a quasi-autonomy of the Bank in what was termed 
“the affairs of the Bank ’’, that is in matters in which it did not act as a 
direct agent of the Treasury, e.g. the fixing of the Bank rate, management 


of the money market, etc. 
The Committee is severely critical of the conduct of affairs by the Bank 


* Interestingly enough, it implicitly accepts this objection when discussing the problem 
of the impact of control of foreign loans on the availability of capital in England (732). 

+ These revelations make Dr Dalton’s grandiloquence during the debate on the Bank 
of England Bill and lately in the Fabian Journal of March, 1959, even more pitifully tragi- 
comic than one feared. 
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though its criticisms are implicit rather than explicit, and diffuse rather 
than concise. ‘This dissatisfaction comes out clearly in the rather radical 
measures of reform advocated—radical, that is, by the standards of this 
Committee. Subordination of the Bank to the Chancellor should be made 
explicit; if the power of directive were to be extended to cover other insti- 
tutions than the banks, “it would be particularly desirable to give the 
Treasury the clear right to initiate the issue of such directions (thus removing 
an existing ambiguity in the Bank of England Act)”’. On the other hand, 
“it would be appropriate to define the matters upon which directions could 
be issued” (501)* and “the policies to be pursued by the central bank 
must be, from first to last, in harmony with those avowed and defended 
by Ministers of the Crown responsible to Pailiament ” (767). This was to 
be achieved by issuing directions on all important matters of policy as a 
matter of routine (772). Changes in Bank rate should be made under the 
name and authority of the Chancellor. 

The power of direction should be buttressed and operation made smoother 
by transferring effective control from the Court of the Bank of England 
under the two Governors—who seem to have had relations with the Treasury 
akin to a sovereign state—to an advisory committee under the chairmanship 
of the Chancellor or his political deputy on which the Bank of England 
would be in the minority. The part-time directors of the Bank would 
become confidential advisers of the Governor but would not partake either 
in the decisions on monetary policy or have knowledge of such decisions 
until the time of publication. This recommendation should put an end to 
the problem, highlighted by the 1957 “leak” inquiry, of suspicions of 
undue influence or advance knowledge (778-87). 

These are perhaps the most important points of the Great Monetary Con- 
troversy of the last decade with which the Committee has dealt. In this 
article I have deliberately restricted myself to these controversial points, since 
the September issue of The Banker gave a careful summary and review of 
the host of invaluable new facts discovered by the Committee illuminating 
the post-war changes in the monetary machine, and the interesting descrip- 
tion of its functioning in the 1950s, as well as of the common-sense sug- 
gestions on certain institutional reforms (e.g. exports credits or the giro) 
and the much-needed improvement in official statistics, intelligence and 
research work. 

The picture that emerges from between the discreet lines of the report 
of the Bank of England’s policy can only hearten a crude Marxist. It 
seems that the Bank has in its policy advice disregarded the interests of 
rapid growth of the British economy and strength of the sterling area partly 
because of a dogmatic belief in ‘‘ freedom” and partly because of the 
interests of the City. It has sacrificed the local authorities by forcing them 
to borrow on the mortgage market. It has sacrificed the Exchequer to the 
restrictive policies of the discount houses syndicate and has ended the 
double-tier rate of interest from which the Exchequer so much benefited. 





* This ambiguity is once more alluded to in paragraphs 761-75. 
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It sacrificed the balance of payments to the extension of acceptance credits, 
which had so fatal an impact on the 1957 crisis. ‘Though it was aware of 
the mechanism of the flight of capital and though it knew the severity of 
Britain’s position, it handled the increase in direct investment in Canada 
with astonishing laxity, and winked at the quasi-legitimate export of capital 
through Kuwait and Hong Kong. Finally, the Bank exposed the country 
to a dollar drain and made a slow-down of its industrial expansion inevitable 
by opening wide the possibilities for arbitrage in commodities, foreign 
exchange and securities, thus increasing the potential strains on the gold 
reserve. 

The most severe criticism of the Committee’s work is that it did not go 
into these questions thoroughly, did not discuss the problem of safeguarding 
British growth and did not bring out clearly the failures of past policies. 
Moreover, by the fuzziness of its theoretical basis, the Committee has 
exposed itself to a curt rejection of its sensible suggestions by the orthodox. 


An Artist’s Sketchbook: No. 67 


BRITISH BANKS IN TOWN AND COUNTRY 


Bank of England, Bristol 


HE Bank of England has always housed itself imposingly, even where 
the building was not specially designed for the Bank, as in the case 


of the St. Luke’s printing works in Old Street, London, which the 
Bank recently vacated. One of the branches of the Bank—that in King 
Street, Manchester—has already appeared in the sketchbook; another, by 
the same architect, Professor C. R. Cockerell, is the subject of this month’s 
drawing. Cockerell was one of the outstanding architects of the nineteenth 
century, a convinced and very able exponent of the classic school. He 
succeeded Sir John Soane as architect to the Bank in 1833; the branch in 
Broad Street, Bristol, dates from 1844. Other work by Cockerell is to be 
found in Oxford, and in the completion of St. George’s Hall, Liverpool. 
The Bristol and Manchester branches have many features in common, 
especially the use of the Doric order. ‘The Bristol branch has two pavilion- 
like entrances; the doors are designed with great care, as is the ironwork 
above them and also the ironwork in the upper storey of the building under 
the triangular pediment. Much of the grandeur of the building has been 
achieved by the use of the two half-Doric columns which run up the fagade. 
Broad Street itself is of considerable architectural interest: at the top is 
the Renaissance Christ Church with its quaint clock flanked by carved 
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Specially drawn for The Banker 
by Geoffrey S. Fletcher 


figures that strike bells, and at the bottom is the medieval St. John’s Gate, 
through which the stage coaches once passed on their way to Wales and 
Gloucester. As is fitting in a great commercial city, there are other 
examples of fine banking architecture in Bristol. It is good that these 
have survived the bombing, together with much fine church and domestic 
architecture, for the post-war architectural development of Bristol, on 
bombed sites and elsewhere, is very mediocre and uninspiring. 
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Take-over Bids and 
the Law 


The recent spate of take-over bids, in- D. G. Rice, a noted authority on com- 
volving some of the best-known names pany law, reviews the legal framework 
in British industry and commerce, has in which take-over bids have to operate 
provoked much controversy both in the and discusses the implications—both for 
City and in Westminster. Itis playing the prospective bidder and for the 
a prominent part in Labour’s election private company that seeks to preserve 
campaign. The legal aspects of such its independence—of the recent decision 
bids, however, have attracted less than of the House of Lords in the Lyle & 
their due share of attention. Here Dr Scott case.—£DITOR. 


By D. G. RICE 


AKE-OVER bids—offers for the acquisition of the control of a 
company—are at the moment the subject of much political and 
commercial discussion. But, however spectacular their impact on 
the political and business world, they have still to satisfy some 
quite stringent requirements under the Companies Act and to comply with 
complex legal rules. The significance of these rules was _ highlighted 
recently by the case of Lyle & Scott [1958] SLT 169; on appeal [1959] 
2 All ER 661 (HL). This article considers (with as little reference to 
technicalities as possible) the legal aspects of a take-over bid. 

At the outset, however, it is necessary to realize that the essence of a 
take-over bid normally lies not in the acquisition of an investment, but in 
the acquisition of assets that the bidder believes he can employ more 
profitably than they are being employed at present. It follows that a vital 
pre-requisite of any offer is that acceptance shall bring with it the maximum 
degree of control over the company owning these assets; and clearly the 
measure of such control will be very largely related to the extent of the 
bidder’s ownership of the share capital. Alternatively, he may obtain 
control by a simple purchase outright (either for cash or shares or both) 
of the company’s undertaking under Section 287 of the Companies Act, 
1948. This procedure, however, requires the passing of a special resolution, 
sanctioned by a three-quarters majority in value of the members voting in 
person or by proxy and is not normally that adopted in a take-over bid as 
the term is now popularly understood. 


606 








The minimum requirement of the bidder will be mere de facto control, 
that is actual control without any legal foundation to support it. This 
kind of control depends for its success upon being able to replace the 
existing directors, with or without their consent, and upon being able, by 
means of a skilful combination of the tactical advantage enjoyed by the 
directors and of the voting strength that attaches to even a modest minority 
holding, successfully to repulse any attempted expulsion from whatever 
quarter it might come. Acquisition of de facto control will constitute a 
legitimate take-over, but nevertheless it will be fraught with difficulties for 
anyone who attempts it. Such a person would still be obliged to operate 
the company in question for the benefit of the other shareholders as well 
as himself (particularly so in view of the minority character of his holding) 
and he could not legally prejudice their position in favour of some outside 
interest with whose advancement he was far more concerned. Moreover, 
he would all the time be dependent on his tactical strength: the threat of 
his being ousted by another take-over bidder who preferred to rest his 
control on de jure powers would always overhang him. 


Making Control Absolute 


Accordingly, any financier who aspires to control of a company will 
normally countenance nothing less than ownership, in his own name or 
that of nominees, of 51 per cent of the voting power, the cost of obtaining 
which can be substantially reduced where a large part of the ordinary share 
capital is in the form of non-voting shares. In negotiating for the necessary 
shares the bidder will normally make his approach in the first instance to 
the directors (though there is nothing, of course, to prevent him from 
approaching the shareholders direct). An attempt will then be made to 
work out a price that the directors are prepared to accept for their own 
holdings and recommend the other shareholders to accept likewise. ‘The 
extent to which the directors can be deemed to be acting on behalf of the 
company in this respect is uncertain. ‘The Board of Trade seems to take 
the view that they are only a convenient channel of communication. Hence 
the Board’s consent is required to any circular, unless issued through an 
exempted dealer, if the Prevention of Fraud (Investments) Act, 1939, is to 
be complied with. 

The acquisition of 51 per cent or more of the voting power will give the 
bidder de jure control over the composition of the board and the passing 
of ordinary resolutions at general meetings of the company, and as a conse- 
quence he will acquire control over the policy of the company, both financial 
and commercial, and over its day-to-day administration. But, nevertheless, 
the bidder’s position will still suffer from certain serious defects. For, 
quite apart from the obligation squarely imposed upon him of ensuring 
that no fraud is committed against the minority shareholders,* he will be 





* A point that has recently been reinforced by two cases (Scottish Co-operative Whole- 
sale Society Ltd v Meyer [1958] 3 WLR 404 (HL) and Re H. R. Harmer Ltd [1959] 1 WRL 62) 
where the protection afforded minorities under Section 210 of the Companies Act, 1948, 
was successfully invoked. 
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only too conscious that any improvement in the company’s profitability 
consequent on the better exploitation of its assets will redound to the benefit 
of the minority interests in the company as well as to himself. More- 
over, in order to secure the financial advantages that formed the whole 
rationale of his bid he may find it necessary to alter the company’s con- 
stitution, that is its memorandum and articles, which would require the 
passing of a special resolution. Accordingly, a great inducement is held 
out to the bidder to make acceptance by the holders in value of at least 
75 per cent of the voting power a pre-requisite of his offer being declared 
unconditional. 

However, even on this basis the bidder’s position will not be ideal. For 
it would seem that any special resolution purporting to alter the articles 
will be invalid unless passed bona fide for the benefit of the company as a 
whole, that is for all the shareholders and not merely the 75 per cent 
majority.* Although in the writer’s view this difficulty could largely be 
overcome by a skilful use of a scheme under Section 287 of the Companies 
Act, 1948, which we shall discuss later, the purchaser, nevertheless, would 
without doubt be put to considerable inconvenience. And, moreover, he 
might well be embarrassed by adverse criticism of his manoeuvres in the 
financial press. Admittedly, looking at the problem from the point of 
view of the minority shareholders, the purchaser would appear to be strongly 
placed. ‘The minority would be entirely at his mercy for the declaration 
of dividends and, moreover, the minority’s holdings might be unsaleable 
if the market in the shares was very narrow. Even if the bidder’s actions 
were legally suspect, nothing would upset them unless the minority chose 
to take some positive action. ‘The onus would rest onthem. Nevertheless, 
it is obviously a great advantage to the bidder if he can acquire all the 


share capital. 
Invoking Section 209 


If, however, the bidder attempts a 100 per cent acquisition, he will at 
once be faced with an almost impossible task. For, in practice, in the case 
of any reasonably large company and certainly any quoted company it is 
quite unrealistic to expect any offer to be accepted by every single share- 
holder. His attempt would be hopeless were it not for Section 209 of the 
Companies Act, 1948. Under this section the acquisition of only 90 per 
cent in value of the shares of the class or classes for which the offer is made 
will entitle the bidder, subject to compliance with all the terms of the 
section, to the compulsory transfer of the remaining 10 per cent to himself 
or, more accurately, to the company through which he operates—known as 
the transferee company. If this company already owns some shares of the 
class or classes in question, these will not be taken into account in com- 
puting whether nine-tenths in value of the holders thereof have approved 
the offer. Moreover, should the transferee company’s interest already 
extend to more than 10 per cent in value, Section 209 requires that (a) the 





* For a discussion of this problem see the writer’s article on “‘ Problems on the Variation 
of Shareholders’ Class Rights ”’ in The Conveyancer, Vol 22 (NS), at pp 171-176. 
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same offer be made to all holders of the remaining shares, and (6) that 
those holders who approve the offer, besides owning at least nine-tenths in 
value of the remaining shares, be not less than three-quarters in number. 
The bid need not, of course, relate to only one class, and where this is the 
case, the compulsory powers conferred by the section will only become 
effective on acceptances being received from holders in the aggregate of 
90 per cent in value of the total share capital for which the offer was made. 
Frequently, the bidder is only concerned with the ordinary shares since 
normally this class alone has voting power. But sometimes other classes, 
such as the preference shares, carry votes as well—as they did in the case 
of Harrods—and in any event the preference shareholders will usually 
become enfranchized if their dividend is in arrears beyond a certain period. 
Admittedly, it is possible for preference shares to be extinguished by a 
redemption if they were issued as redeemable or by a reduction of the 
company’s share capital if they were not (see Scottish Insurance Corporation 
v Wilsons & Clyde Coal Co [1949] AC 462 (HL)). But, although their 
presence may not necessarily be prejudicial to the bidder’s ultimate object, 
he may, nevertheless, rate their nuisance value sufficiently highly to include 
them in his offer. In these circumstances his offer will embrace more 
than one class of shareholders, and Section 209 will operate only if accept- 
ances are received from the holders of 90 per cent in value of the total 
capital bid for. 


Formalities of Notice 


An important pre-requisite for the exercise of the powers of compulsory 
acquisition conferred by Section 209 relates to the formalities of notice. 
On the receipt of acceptances within four months of the offer* from 90 per 
cent of the shareholdings concerned, the transferee company may, provided 
it does so within two months of the expiration of the offer, give notice to 
any shareholder who has not accepted of its intention to acquire his shares. 
The notice must be in the form of the Board of Trade Form No 100 and 
once given the company will be both entitled and bound to acquire the 
shares. But, whether or not the transferee company intends to exercise its 
right of compulsory acquisition under Section 209 it must within one 
month of its obtaining, either in its own name or that of a nominee, 90 per 
cent of the shares, give notice of this fact to the remaining shareholders. 
The object underlying this provision is that the minority shareholders shall 
be kept fully informed. ‘They can then, if the bidder makes no move to 
acquire their shares, subject to their doing so within three months of the 
notice, require the transferee company to take over their interest—a privi- 
lege they will, of course, not enjoy where the bidder has acquired less than 
90 per cent of the capital concerned. 

The terms upon which the minority’s interest may be compulsorily 
acquired under Section 209 will prima facie, in the absence of agreement to 
the contrary, be the same as those enjoyed by the assenting majority. Any 








* Re Western Manufacturing (Reading) [1956] Ch 436. 
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shareholder feeling aggrieved can within one month of the notice apply to 
the court for variation of these terms,* and although the court cannot 
prevent the compulsory transfer of his interest (see Eve J. in Re Castner- 
Kellner Alkali Co [1930] 2 Ch 349, at p 354), it can, nevertheless, require 
the terms to be more advantageous than those offered. But in practice, if 
90 per cent in value of the shareholders of the class or classes concerned 
have accepted the transferee company’s offer, the court will take the view 
that the offer must prima facie be fair, and dismiss the application. For 
the burden of proving that the offer is inequitable will fall on the non- 
assenting minority, and if they fail to discharge this burden the court will 
allow their shares to be acquired on the terms proposed (see Maughan J. 
in Re Hoare & Co [1934] 150 LT 374 at p 375; Wynn-Parry J. in Re Press 
Caps [1949] Ch 434 (CA) at p 446). In practice the complainants will find 
it extremely difficult to establish the unfairness of the offer. For example, 
the mere failure to communicate information to the shareholders will not 
render a scheme inequitable (see Vaisey J. in Re Evertite Locknuts [1945] 
Ch 220 at pp 224, 225). Immediately the application has been disposed 
of or, if no application was ever made, within one month from the date on 
which notice was served the company will become bound to acquire the 
shares in question. The necessary transfers will be executed by a person 
appointed for this purpose by the transferee company and any cash con- 
sideration will be paid into a separate banking account to be held, together 
with any other consideration (for example, shares in the transferee company), 
on trust for the former shareholders concerned. 


Pre-Emptive Rights 


So far we have assumed that the take-over bidder is seeking control of 
a public company quoted on a stock exchange. This indeed is the usual 
case. ‘There is nothing, however, to stop a bid being made for a private 
company, the transfer of whose shares is, under the Companies Act, 1948, 
necessarily restricted in some way. It was indeed such a bid as this that 
gave rise to the litigation in the case of Lyle & Scott Ltd v Scott’s Trustees, 
which arose out of an offer made by Mr Hugh Fraser through an agent 
for the ordinary shares of the well-known knit-wear firm Lyle & Scott. 
Before the expiry date of the offer the directors of the company circularized 
the shareholders with a reminder that any sale of their holdings must 
comply with article 9 of the company’s articles of association. This par- 
ticular article, typical of the kind found in private companies, conferred on 
members the right (in accordance with a procedure there laid down) to 
acquire in priority to outsiders any shares that were on offer (in so far as 
they exceeded 1 per cent of the total), the price to be fixed by agreement 
or, failing that, by auditor’s valuation. ‘The directors insisted on com- 
pliance with this clause, and when Mr Fraser’s offer was taken up despite 
the warning, litigation ensued, the contention on Mr Fraser’s behalf being 


——— 











* Where the minority exercise their right to have their interest taken over, either the 
transferee company or any shareholder concerned can apply to the court for an order 
varying the terms. 
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that so long as the shareholders remained on the register the legal owner- 
ship of the shares was still vested in them. On this argument the fact 
that he had purchased an equitable interest in the shares, intending the 
shareholders to remain as his nominees (and, presumably, to vote as he 
wished) would not bring article 9 into effect. 

The Scottish Court of Session held that, although the shareholders 
concerned had committed a breach of article 9 in their arrangement with 
Mr Fraser, they had not done any overt act indicating to the company an 
intention to transfer shares. Hence the company could not insist on the 
implementation of the positive provisions of the article whereby the other 
shareholders would be enabled to acquire the shares in dispute in priority 
to Mr Fraser. This decision has recently been reversed by the House of 
Lords. But even had there been no reversal, Mr Fraser’s position would 
still have been unenviable. For his control of the company depended on 
the effectiveness of the contract he purported to have entered into with 
those shareholders who had accepted his offer. Although it was unnecessary 
for the House of Lords to give a final opinion on the contract’s validity in 
view of its ruling that a sufficiently overt act had in fact been committed 
to bring into operation the positive provisions of article 9,* the House 
would nevertheless seem to have approved the finding on this point of the 
Court of Session which had specifically to consider the problem.t And it 
is this latter issue rather than the technical remedy at last successfully 
obtained that is of particular interest in assessing in general terms the 
effect of a pre-emptive rights clause on a take-over bid. 

The Court of Session held without hesitation that article 9 of Lyle & 
Scott Ltd’s articles of association—the pre-emptive rights clause—clearly 
precluded any transfer of shares in the absence of strict compliance with 
its terms. Moreover, the court went further and held that the restriction 
applied not merely to the legal transfer of the shares but to any purported 
passing of the equitable or beneficial interest. ‘Thus, those shareholders 
purporting to sell could not be deemed to be trustees for the purchaser. 
The pre-emptive rights clause could not be circumvented by the simple 





* See Viscount Simonds at p 664. 
+ See particularly Lord Keith of Avonholm at p 672. 
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means of transferring the beneficial interest, leaving the bare legal interest 
in the vendors. In consequence, Mr Fraser’s contract was quite ineffective. 
Admittedly, it must be remembered that Lyle & Scott Ltd v Scott’s 
Trustees is a Scottish case, and it is therefore arguable whether the decision 
correctly represents the law of England. It is submitted, however, that it 
does, and no attempt was made in the House of Lords to make any distinc- 
tion on this point between the two judicial systems. If this interpretation 
is correct, a severe handicap will confront a potential take-over bid where, 
as will be the case with most private companies, a pre-emptive rights clause 
exists. Moreover, if the decision of the Court of Session does not truly 
represent English law, it is highly problematical whether the acquisition by 
a bidder of a mere beneficial interest without the voting power enjoyed by 
the legal owner or trustee is really adequate for his purpose. A beneficial 
interest confers a financial interest, but not the all-important control. 
Accordingly, in the absence of a prospective purchaser’s being able to com- 
ply with the terms of a pre-emptive rights clause, which means in effect 
in the absence of his being able to win over all the shareholders, he will 
be unlikely to succeed in his objective. This result is, of course, intended: 
the object of including a pre-emptive rights clause in a company’s articles 
of association is to protect members from the intervention of outsiders. 

Although broadly speaking we may say that the existence of a pre-emptive 
rights clause will usually baulk a potential take-over bid, it is the present 
writer’s own view that resort to certain legal devices could overcome this 
handicap. For example, it is difficult to see how the bidder could be 
prevented from shaking free of the restriction imposed by such a clause if 
he were able to have recourse to a scheme under Section 287 of the Com- 
panies Act, 1948. For, assuming his offer were sufficiently attractive to 
induce a three-quarters majority in value of the shareholders to enter into 
a purported contract under which a general proxy was conferred on him 
or his nominee, there would be nothing to stop the use of the voting power 
thereby acquired to cause the company whose control was sought to convey 
its undertaking in accordance with a scheme under Section 287 to another 
company whose articles of association would not contain the offending pre- 
emptive rights clause. In exchange for this undertaking the transferee 
company would make an allotment of its own securities for distribution 
among the members of the transferor company. In this event the recipients 
of the new shares would presumably be free to convey both the legal and 
equitable interest therein to the bidder. 

If this is so, a successful way would have been found round the pre- 
emptive rights clause. But it cannot be over-emphasized that recourse to 
such a device is not easy, and that in practice a pre-emptive rights clause 
is a severe handicap to a successful take-over bid. Moreover, in the case 
of a private company the directors will be authorized to refuse registration 
of any share transfer of which they do not approve; but their discretion, 
though absolute, must of course be exercised in good faith. In short, the 
legal obstacles confronting a take-over bid, if less spectacular than the 
political, sociological and commercial ones, are no less real. 
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As I See It... 


By SIR OSCAR HOBSON 

















After the Election 


T this moment the country is, as it were, rocking rather aimlessly 
in a political backwater of the economic stream. All central 
economic decisions and many private ones are held up pending 
the outcome of the General Election. Even the investment 

markets have subsided from their buoyant and boisterous summer boom. 
Unfortunately, the economic commentator cannot stay his pen. He must 
try to peer into the future even through the murk of a General Election. 

The party programmes may give him a slight degree of guidance but it 
will not amount to much. In the light of history and judging by the 
experience of other countries, the trend of economic progress over, say, the 
coming year or two will be broadly similar, whichever party succeeds at 
the polls on October 8—though to say that is not by any means to imply 
that it will make little difference to the country, particularly in the longer 
run, which party is elected. 

First, however, let us see what help we can get from a glance at the 
salient economic points in the two programmes. The Conservatives are 
out for further economic expansion, to double the standard of living in this 
generation. Labour specifies planned expansion for full production and 
employment. Both have ambitious investment plans. The Conservatives 
propose to double the road programme, finance the building of two new 
Cunarders, rehouse a further million slum dwellers by 1965, double the 
present programme of hospital building and spend £400 millions in the 
next five years on school buildings. The Labour Party will renationalize 
steel and road haulage, extend public control over any industries which 
“* fail the nation ”, speed up council house-building and slum clearance and 
“‘ municipalize ” rent-restricted homes and spend an extra £50 millions on 


new hospitals. 
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In the sphere of pensions and social services both parties vie with one 
another in generous promises. ‘The Tories pledge themselves not to pro- 
ceed any further with the decontrol of rents—a timorous piece of politics 
if ever there was one. ‘They will encourage the further development of 
health services and they promise pensioners a share in the benefits of “‘a 
steadily expanding economy”. Labour is more specific in its pension 
promises; it offers an immediate increase of 10s a week for all retirement 
pensions (cost £200 millions a year) and a State superannuation scheme to 
provide half-pay pensions to workers outside private pension schemes. It 
undertakes, moreover, to abolish all health service charges. 

Though the Tories take credit for stabilizing the cost of living, both 
sides have little to say on the danger of future inflation. Yet I cannot see 
how anyone reading the two programmes dispassionately can fail to con- 
clude that the revival of strong inflationary pressure in the next two or 
three years is still the great social and economic peril that faces us. Even 
if one credits the Labour Party with greater power than the Tories to resist 
extravagant wage demands, one can hardly doubt that the risks of ‘‘ demand 
pull” inflation will be greater under Labour. 

In the circumstances it seems to me a real misfortune that the Radcliffe 
Committee’s treatment of the subject of monetary control is so weak and 
inconclusive. About this I shall have something more to say in a moment. 
But first let me note that there is another approach, abstracting entirely 
from the General Election, to the consideration of Britain’s economic 
prospects over the next year or two. Britain is an integral part of the 
western world and does, in fact, about the largest volume of overseas trade 
of any country in that area. Its prospects of future prosperity are closely 
bound up, whichever political party is in power, with those of the western 
world as a whole. In the past twelve months the main current of economic 
progress has been one of rapid recovery from the minor depression that 
began to affect the area in the second half of 1957. The recovery almost 
everywhere has been unusually quick and substantial. There is still every- 
where great confidence that it will continue and develop. 


Long-lived Recovery ? 


How far will that confidence prove to be justified ? That is really the 
key question for us as for the Americans, Germans, French and citizens 
of other countries which are not facing immediate general elections. The 
answer is, of course, guesswork. ‘The main characteristic of the recession 
was not so much that it was shallow as that it was shortlived. Will the 
subsequent recovery also be shortlived ? Are we in fact still in the series 
of short trade cycles, with not more than half the amplitude of the “‘ classical ”’ 
cycle, through which we have been passing since the end of the war? One 
had rather expected that as the war and the secondary breaches of the 
peace—Korea, Suez—which followed it receded into the background, the 
cycle would lengthen out again, always assuming that there were no fresh 
important lapses from peace. It may do so or it may not, or the world 
may have escaped from the more or less rhythmic cycles of approximately 
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equal length. It is impossible to say. But one can perhaps say that with 
the improvement in the supply of economic statistics—and I would like 
to say, but dare not, in the arts of monetary management—one ought to 
be able to hope that the periodic fluctuations of trade and industry will be 
kept under better control than hitherto. 

This brings us back to the all-important subject of how to avoid the 
recurrence of a dangerous degree of inflation. The party manifestos say 
little about this. The Tories murmur vaguely about “ flexible monetary 
measures’. ‘The Socialists do not even do that, but it is known that they 
are sceptical of, though they do not entirely reject, Bank rate action and 
that they favour direct rather than monetary controls. 


Radcliffe—in One Page 


In view of the unanimity of the Radcliffe Committee’s report, it would 
be natural to conclude that the next Government, whatever its colour, 
would draw largely on the recommendations of the report for the shaping 
of its monetary policy. But what are these recommendations ? 

I invite my readers to consider the following passages in the report. 
I will not claim that they provide a complete and precise summary of the 
Committee’s findings on interest rate policy, but I think that they indicate 
the drift of its thought. Here they are—within the space of about one 
page of The Banker—in the form of a series of (virtually) textual quotations 
from the report. 


472. Weare driven to the conclusion that the more conventional instruments 
have failed to keep the system in smooth balance. ... Every now and then 
the mounting pressure of demand has driven the Government to take action 
and . . . the quick results then required have been mainly concentrated on 
the hire-purchase front and on investment in the public sector. 


488-90. An argument for more effective use of the interest rate weapon is 
an argument for widely fluctuating rates.... If the wide fluctuation could 
usefully be confined to short rates, the case might be strong. But we have 
found that stocks of commodities are extremely insensitive to interest rates, 


and in any case they are often financed with long-term capital. ... Large 
swings in long-term rates would imply even larger swings in short-term 
rates... . There is no doubt that deliberate manipulation of long-term 


interest rates in sharp degree would be distrusted as an artificial juggling 
with markets. 


491. One of the sources of strength in the 19th century development of 
British financial institutions was undoubtedly the existence of an absolutely 
secure National Debt; some of this advantage would be thrown away if the 
market values of bonds were subject to very sharp variations. For these 
reasons we reject any suggestion that the rate of interest weapon should be 
made more effective by being used much more violently than hitherto. 


492. But... the authorities must have a positive policy on interest rates 
because debt operations are inescapable. 


498-99. Our conclusions on rate of interest policy are . . . that while there 
can be no reliance on this weapon as a major short-term stabilizer of demand, 
the authorities should think of rates of interest—and particularly long rates 
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—as relevant to the domestic economic situation. ... ‘They should be taking 
a view on long rates rather than short, and should be using their power as 
managers of the National Debt deliberately to forward an interest rate policy. 


504-05. Control of ‘‘ the supply of money ’’—whatever that may be made 
to mean—is not by itself a reliable policy measure; the authorities must seek 
rather to influence the general liquidity situation by operating on rates of 
interest. 


511. Since we envisage the use of monetary measures as not in ordinary 
times playing other than a subordinate part in guiding the development of 
the economy... . 


514. Monetary measures cannot alone be relied upon to keep in nice balance 


an economy subject to major strains. . . . Monetary measures can help, 
but that is all. 
562. ‘The task of debt management is . . . to push the rate of interest to a 


level that is high enough to attract sufficient firm holders for the debt and 
is yet consistent with a balance between demand in the public sector, demand 
in the private sector and the available resources of the economy. The debt 
managers’ task looks straightforward enough. .. . 

563. Unfortunately this straightforwardness is illusory. It depends on an 
assumption that the demand for liquid securities becomes greater as their 
prices fall and vice versa. Witnesses from the Bank of England and the 
Treasury strongly contested this view of the demand for securities, con- 
tending that the market in long-term securities is dominated by expectations 
of future prices and is therefore seriously liable to react perversely to a move- 
ment of prices... . Our view is that expectations have been overrated as 
independent market forces, and that at times the influence of the authorities 
themselves on those expectations has been correspondingly underrated. 


565. If the intentions of the authorities could be more generally under- 
stood . . . there would be less danger of exaggerated or perverse reactions 
in the market when the authorities took a step designed to tighten their hold 
on liquidity. 
These passages from the report give, I think, a reasonable indication of the 
Committee’s “‘ mind ”’ on monetary control of the economic system. Their 
general slant is undeniably sceptical and pessimistic. ‘The conventional 
monetary instruments, they suggest, have failed in the past. That might 
be because they have not been used with sufficient vigour. But we refrain, 
the Committee seems to say, from advocating that they should be more 
vigorously used in the future because this would be condemned as 


* artificial juggling ”’. 


This rejection of the “ strong case’ for more vigorous use of the Bank 
rate (which throughout these key passages on monetary policy the report 
nevers refers to specifically) may well be part of the price exacted for 
unanimity. If so, it is a very high price indeed. For having discarded the 
Bank rate as an outdated and unsafe weapon, what remains? A half- 
hearted recommendation of variable liquidity ratios for the banks plus 
some pious exhortations to the authorities that they should “think of 
interest rates and particularly long-term interest rates’’. What they are 
to do about interest rates, how without using the Bank rate they are to 
adjust them—or at least the long-term rate—to the level deemed proper for 
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maintaining the prosperity of the community, we are never told. For a 
moment it looks as though we are going to be told. It is the task of the 
debt managers to “‘ push”’ the (presumably long-term) rate of interest to 
the point at which balance between demand and supply in the economy is 
brought about. This, it is suggested, can be done by “funding” or 
‘“ unfunding ”’ operations, by selling long-term stocks and buying short- 
term, so as to raise the long-term relatively to the short-term rate of interest, 
or vice versa by buying long-term and selling short-term stocks in order 
to lower the long-term rate. 

That sounds “ straightforward ”’; but then comes the rub. The practical 
men at the Bank and the Treasury point out that there is no guarantee that 
the market will respond “ straightforwardly ”’ to changes in the offered 
prices of Government stocks. A fall in prices may fail to stimulate the 
requisite demand; it may lead to the needed firm buyers holding off in the 
hope of getting stock still cheaper, it may even scare them into believing 
that a financial crisis is at hand. 

The Radcliffe Committee questions the conclusions of the practical men. 
It thinks that in time and when the authorities have been able to make 
themselves better understood they will gain better control over the structure 
of interest rates. Nevertheless, these conclusions seem to me to puncture 
the Committee’s bubble theory that “‘ monetary policy and debt management 
are one and indivisible’. ‘There is much more to monetary policy than 
manipulation of debt; there is more to it even than debt management plus 
fiscal policy (i.e. calculated budget surpluses or deficits), which is really an 
extension of debt management, though the Committee does not appear to 
treat it as such. 


No Alternative Weapon 


However that may be, the immediate practical question in this—supposing 
in the next twelve months or so the inflationary pressure builds up, as well 
it may, to the point at which the authorities decide that action is needed, 
what are they to do? Are they really supposed to stage a frontal assault 
on “ liquidity structure” by trying to force banks and financial houses out 
of Treasury bills, into medium- or long-term gilts? In the present state 
of the gilt-edged market this doesn’t sound a very promising line of attack. 
I strongly suspect that when it comes to it the authorities will find that the 
poor old despised Bank rate has some virtues after all, in that it is a signal 
universally understood—or misunderstood as the Radcliffe Committee 
would be inclined to say—and makes the broadest and most immediate 
impact on credit-extension in the private sector of all monetary and even 
fiscal weapons. 

A raising of the Bank rate, I should think, will still be the first move in 
any counter inflationary action. For the rest, what the authorities will 
have to consider without much delay, is what to do about banking liquidity 
control, in the light of the Radcliffe Committee’s sketchy proposals—and 
of its dismissal with barely a perfunctory mention of the stop-gap plan 
for “‘ special deposits ” that they adopted a year ago. 
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Chile Changes Course 


By A SPECIAL CORRESPONDENT 


HE unexpected election of a right-wing President in Chile last 

October marked not only the end of a political era but the end 

of an economic regime as well. By the close of 1958, through a 

grim combination of prolonged mismanagement and an undue 
share of bad luck, the country had been reduced to its lowest level of 
economic activity since the war. Economic growth in recent times has 
always tended to be slower in Chile than in the rest of South America; 
even during the years immediately after the war, when the rest of the 
continent was making striking improvements in the standards of living of 
its peoples, Chile’s progress was disappointingly slow and barely kept pace 
with the growth in population. Since 1953 the economy has been stag- 
nating and real per capita income has fallen by 1 per cent a year. The 
basic reason for this deterioration has been rampant inflation which, 
although it has plagued the economy in some degree for many decades, has 
in recent years become particularly virulent. Since 1955, when the general 
price level increased by no less than 80 per cent, the annual rise in prices 
has never been less than 30 per cent and sometimes has been considerably 
higher. 

No other country, perhaps, has sustained for so long a period such a 
headlong decline in the value of its currency. None of the many efforts 
made to curtail the expansion in the money supply has been effective. 
Although rigorous credit restrictions have been in force since the inception 
of the Klein-Saks stabilization plan in May, 1955, the rise in prices has not 
been halted; production and employment, on the other hand, have fallen 
by nearly 10 per cent. ‘Thus, to the evils of inflation have been added those 
of falling production. Stability bought at such a cost might be a ques- 
tionable virtue, but a policy that neither stabilized prices nor met the basic 
requirements of an economy was obviously ill-conceived. By 1958 it had 
become abundantly clear that a more positive policy was required—a policy 
that would at least arrest the fall in output. The realization of this fact 
coincided with—and indeed played a large part in bringing about—the 
election of a new government with new economic ideas. 

The failure of the 1955 stabilization plan must be ascribed primarily to 
the serious disorder that has habitually existed in the Chilean Government’s 
finances. Deliberately optimistic estimates of expenditure and revenue, an 
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almost carefree authorization of supplementary expenditure and a chaotic 
structure of ad hoc indirect taxes (encouraging widespread tax evasion) 
have been perennial characteristics of Chilean fiscal policy. In a period 
when other sectors of the economy have been forced to contract, the 
government has repeatedly increased its command over real resources. In 
the past three years a growing proportion of government expenditure has 
been left uncovered by current revenue—11 per cent in 1956, 16 per cent 
in 1957 and 19 per cent last year—with the result that an increasing use 
has been made of bank credit. 

This inability of the public sector to control its demand for credit has 
completely nullified the rigorous credit restrictions imposed on the rest of 
the economy. Last year, for instance, bank credit to the public sector 
expanded by 43 per cent, while bank credit to the private sector rose by 
21 per cent. Since government expenditure has been devoted mainly to 
social and administrative services, the rate of productive investment in 
the country has inevitably declined. Moreover, with the very high interest 
rates prevailing—19 per cent a year for bank credit and as much as 5 per 
cent a month in the private capital market—the emphasis has increasingly 
shifted to operations that are expected to show a quick return, such as 
speculation in real estate and in securities. 


Copper Calls the Tune 

But, while the root-cause of Chile’s inflation has been the failure of the 
government to balance its budget, the instability has undoubtedly been 
severely aggravated by the erratic behaviour of copper prices in recent 
years. Copper accounts for two-thirds of the total value of the country’s 
exports, but although Chile is the leading world exporter of copper, she 
produces only 14 per cent of total world output. Unlike Brazil with coffee, 
therefore, Chile exercises only a marginal influence over the international 
price of its staple export. Moreover, since all the large copper mines in Chile 
are owned by two American companies, the country’s income from copper 
is determined by the local taxes levied on the profits of the companies and 
the local expenditure of those companies. ‘Thus, fluctuations in the price 
of copper, and therefore the profits of the mining companies, have a double 
repercussion: they affect not only the total foreign exchange income of the 
country but the important revenue derived from the tax on mining company 
profits as well. In the past five years the price of copper has been the 
most volatile of all leading commodity prices, rising to {436 a ton in March, 
1956, and falling to £160 per ton two years later. This precipitous fall 
coincided with the crucial period of the stabilization programme and 
undoubtedly was a major cause of its failure. It explains Chile’s insistence 
on the need to establish an international copper stabilization scheme: as the 
present finance minister has stated, Chile is less interested in a high copper 
price than in a moderately remunerative but stable one. 

On taking office last November the government immediately stressed 
the need for an expansionist policy, even at the cost, in the short-run, of 
accelerating the pace of inflation. First, however, President Alessandri 
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and his team of non-party technicians began a systematic overhaul of the 
economy, with the principal object of restoring order in government finances, 
and establishing liberal trading systems, both internally and externally. 
Complying with the directives from the International Monetary Fund, 
whose continued financial assistance was made conditional on acceptance of 
detailed exchange and financial proposals, the government reduced the 
current year’s budgeted expenditure, imposed additional taxes and took 
steps to prevent tax evasion. By the middle of the year the President 
was able to claim that for the first time for many years the government’s 
financial obligations were being met promptly and that there was a chance 
of closing the year with the government’s having paid all its current debts 
without recourse to bank credit. 

Equally energetic policies have been followed in the spheres of exchange 
and trade. ‘The two exchange markets were unified and a single exchange 
rate established; the peso was devalued by stages from 838 to $1 to 1,052 
to $1; and all remaining restrictions on foreign exchange operations were 
removed. A start has also been made on re-establishing the customs tariff 
as the main instrument for regulating trade; many imports are now subject 
only to special customs surcharges. Pending the preparation and intro- 
duction of an entirely new tariff the existing prior deposit system for imports 
has been retained, but has been significantly modified. ‘The list of pro- 
hibited imports has been abolished and the prior deposits, which range up 
to 5,000 per cent of the value of the import for certain items, must now be 
made in US dollar interest-bearing bonds issued by the Chilean Treasury. 

Internally, the government has also designed its policies to stimulate 
growth and competition. All quantitative, and most qualitative, controls 
on bank credit were removed in April, but because the money supply 
expanded beyond the limit agreed with the IMF the proportion of cash to 
be held by banks against sight deposits has been raised sharply to 50 per 
cent. President Alessandri has also obtained from Congress extraordinary 
powers, for the period of one year, to modify the general banking law, 
revise the legislation on foreign investments, co-ordinate the taxation laws 
and also to reorganize public administration. An anti-monopoly com- 
mission, established less than three months ago, has already ordered the 
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disbanding of one trade association and has forty other cases before it. 
The new government has paid particular attention to building, which had 
suffered a severe contraction since 1955. ‘The industry has been assigned 
a leading part in the expansion programme. Half the shanty towns in 
Santiago were replaced during the first six months of the government’s 
term; a plan has since been formulated for the building of 40,000 workers’ 
houses a year. 

Fortunately conditions this year have been favourable to the introduction 
of the new economic regime. In particular, the price of copper, though 
fluctuating rather widely, has been trending upwards and the revival in 
world demand for the metal has enabled Chilean production to be stepped 
up by some 30 per cent. Industrial production and retail sales have both 
recovered quite strongly, and the widespread signs of re-expansion have 
induced a feeling of optimism among businessmen, a feeling that contrasts 
strikingly with the despondency of the years of stagnation. Inevitably, 
however, the new policies have involved risks, notably that the re-expansion 
of home demand will impose too great a strain on the balance of payments 
—which even in the depressed years 1957 and 1958 showed an overall 
deficit, for the two years together, of $136 millions. For the time being 
at least these risks do not constitute a real threat to the success of the expan- 
sionist policies: the substantial increase in the value of copper exports has 
strengthened the current balance and the government has successfully 
negotiated credits totalling some $300 millions overseas, principally in the 
United States, Germany and France, for the development of basic industries 
such as steel, transport, agriculture and forestry. 


Using the Breathing Space 

One fundamental problem, however, remains unsolved—inflation. In the 
first seven months of this year the cost of living rose by a further 27 per 
cent. ‘True, part, perhaps the major part, of this rise can be attributed to 
the special liberalizing measures taken in the early months of this year and 
to that extent can be regarded as a once-for-all effect. <A large part of it, 
however, cannot be dismissed so lightly. It reflects on the one hand the 
continued failure to expand food production, and on the other hand the 
further pressure for wage increases. Already the rise in prices has made 
the new parity of the peso unrealistic and a further devaluation is now 
widely regarded as unavoidable. If, as seems likely, the recent rise in the 
cost of living is followed by a further substantial rise in the general level 
of wages the pressure on prices will increase. The recovery in exports and 
the mobilization of massive foreign credits have given Chile a breathing 
space in which to set her economy in order. If the government is not 
successful in restraining the rise in domestic costs its expansionist policies 
must eventually be frustrated and the economy will relapse into stagnation. 
If, however, the government succeeds in using the present breathing space 
to stabilize domestic costs and prices, the introduction of a new currency 
unit next year—the escudo, equivalent to 1,000 pesos—may indeed repre- 
sent something more than a mere change of name. 
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AMERICAN REVIEW 








HE refusal of Congress to sanc- 

tion any increase in the 4} per 

cent interest rate limit on new 
issues of marketable Treasury bonds 
with more than five years’ life—save 
on terms that were unacceptable both 
to the Treasury and to the Federal 
Reserve Board—caused nation-wide dis- 
cussion last month, and some measure 
of concern. Inevitably, it led to further 
pressure on the short-term market, 
since the Fed maintained its tight grip 
on the money supply, while the com- 
mercial banks, which for some time 
have been working under the restraint 
of average net borrowings of around 
$500 millions from the Federal Reserve 
System, were confronted with a strong 
demand for loans. In addition, the 
Treasury, which in recent months has, 
perforce, engaged exclusively in short- 
term finance, gave advance notice of its 
cash financing programme for October. 
This was expected to total more than 
$3,000 millions, a sum that would cover 
about half of its needs for the rest of 
this calendar year. ‘There had been 
expectations that a note in the two-to- 
five-years’ range might be offered; but 
the bond market’s weakness is now 
such that only bill finance would seem 
practicable. 

The dilemma thus posed for the 
Treasury was reflected in the money 
market rates and bond yields prevailing 
last month. The three-month Treasury 
bill rate went above 4 per cent in the 
middle of last month, for the first time 
since 1933, in the wake of the long- 
anticipated rise in Federal Reserve re- 
discount rates from 33 per cent to 4 per 
cent. Earlier in the month the main 
commercial banks had reacted to the 
developing pressure by increasing their 
own prime loan rate from 43 per cent 


to 5 per cent. Longer-term Treasury 


bonds continued to plumb new low 


levels: the “5 per cent line’”’ was 
effectively breached by three-year and 
five-year maturities, for the first time 
in very many years. 

The Treasury’s inability to pursue 
anything more than a hand-to-mouth 
policy under the curbs imposed on 
debt management by Congress is 
abundantly clear. Nor, for a while at 
least, is there much likelihood of any 
substantial relief. Without some re- 
laxation in the present measure of 
credit restraint, the banks cannot add 
to their portfolios of Treasury bonds, 
and, of course, will remain unable to 
meet in full the demand for short-term 
finance from business. ‘The pressure 
on the short-term market has recently 
been felt increasingly in the long-term 
bond market, since many _ industrial 
borrowers have concluded that it 1s 
now cheaper to borrow “ long’. 


Investment Leaps Ahead 

In its present mood the Federal 
Reserve Board does not seem likely to 
concede any appreciable measure of 
relaxation. No doubt, it has been im- 
pressed by the evidence of underlying 
business strength, by advance indica- 
tions that the demand for credit is 
likely to grow further and by the fore- 
cast that industry is continuing to plan 
ahead for capital expenditures on a 
rising scale. ‘Total business investment 
this year is now estimated provisionally 
at $33,000 millions—a gain of about 
9 per cent on 1958; the fourth quarter 
rate is expected to be about one-fifth 
higher than the low point touched 1n 
the recession. 

Congress has now adjourned until 
January and there ts thus no prospect 
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sight. Moreover, the spread of labour 
disputes into other fields, such as copper 
mining and food processing, has become 
a factor reinforcing the general mood 
of uneasiness—a mood that was further 
encouraged on Wall Street by Mr 
Khrushchev’s advocacy of “‘ complete 
disarmament ’’. Equities declined by 
some sixty points between the early 
August peak and mid-September. In- 
dustrial production, which reached a 
June peak of 155, slipped to 153 in 
July and 149 in August, as a result of 
the steel stoppage. Consumer buying, 
however, was well sustained and instal- 
ment credit went to a record level of 
more than $36,000 millions in July. 


of any early action to lift the ceiling on 
interest rates—unless a special session 
is called by the President. Such a 
session has been urged in some quarters, 
but the concentration of public debate 
that would be entailed—both at home 
and abroad—on the issue of debt 
management and the “safety of the 
dollar’? would, no doubt, be unwel- 
come to the Administration. On the 
other hand, it is felt that if a special 
session were called—and the gravity of 
the situation thus emphasized—the 
Congressional opposition would not 
reject the authorities’ demands. 
Meanwhile, at the time of writing 
no end to the steel strike is yet in 


American Economic Indicators 








1958 1959 
1956 1957 1958 
Dec June July Aug 
Production and Business: 

*Industrial production (1947-49 = 100) 143 143 134 142 +155 153 149 

*Gross private investment (billion $). . 65.9 64.4 544 — — a — 
*New plant and equipment (billion $).. 35.1 37.0 305 — —- --- 34.3 

*Construction (billion $) ; 46.1 47.3 49.0 53.7 55.9 55.5 54.9 
Housing starts (000 units) 93.2 86.8 100.8 91.0 136.7 126.0 129.0 

*Business sales (billion $) 54.8 56.3 54.0 57.4 62.0 61.7 — 

*Business stocks (billion $) 89.1 90.7 85.2 85.2 89.3 89.8 — 
Merchandise exports (million $) 1,591 1,738 1,448 1,514 1,426 1,469 — 
Merchandise imports (million $) 1,051 1,082 1,069 1,253 1,369 1,248 — 

Employment and Wages: 

*Non-farm employment (million) 51.9 52.2 50.5 50.8 52.4 52.6 52.0 
Unemployment (000s). . .. 2,822 2,936 4,681 4,108 3,982 3,744 3,462 
Unemployment as % labour force .. 4.2 4.3 6.8 6.0 5.6 $2 4.8 
Hourly earnings (mfg) ($) 1.98 2.07 2.13 2.19 2.24 2.23 2.19 
Weekly earnings (mfg) ($) 79.99 82.39 83.71 88.26 91.17 89.87 88.70 

— High 442 442 407 
Moody commodity (1931 = 100) { Fe! » S| 388 389 386 382 386 
Farm products (1947-49 = 100) 88.4 90.9 94.9 90.7 89.8 88.4 87.0 
Industrial (1947-49=100) _.... 112.2 125.6 126.0 127.2 128.2 128.4 128.4 
Consumers’ index (1947-49 = 100) 116.2 120.2 123.5 123.7 124.5 124.9 — 

Credit and Finance: 
Bank loans (billion $) . 90.3 93.9 98.0 98.0 104.3 105.8 107.2 
Bank investments (billion $) . 74.8 76.2 86.6 86.6 81.2 81.4 80.5 
Bank loans (partial) (billion $) 31.3 31.8 30.8 31.4 32.0 28.6 29.0 
Consumer credit (billion $) 42.0 44.8 45.1 45.1 46.7 47.3 — 
Treasury bill rate (%). ; 2.66 3.27 1.84 2.81 3.25 3.24 3.36 
US Govt Bonds rate ( %) 7 ‘i 3.08 3.47 3.43 3.80 4.09 4.11 4.10 
Money supply (billion $) 226.4 232.3 247.5 247.5 245.1 247.6 247.2 
Federal cash budget (+ or —) (mill $) + 5,524 +1,194 -7,288 -7,133 -253 


21,949 22, 781 20, 534 20,534 19,705 19, 636 19, 525 


end of the period. Moody’s commodity 
index shows high and low 1956-58, and 


US Treasury gold stock (mill $) 


NotTes.—Starred items are seasonally 
adjusted. Latest figures are preliminary 





or estimated. Yearly figures are given for 
private investment and equipment for 
1956-58 and then quarterly figures at annual 
rates. Construction figures show monthly 
averages 1956-58. Business stocks, money 
supply, bank loans, consumer credit and 
gold stock show amounts outstanding at the 


end-month levels. Weekly bank loans are 
derived from partial returns only. Budget 
figures are cash totals. Quarterly figures are 
throughout shown in the middle month of 
the quarter. Treasury bill and bond rates 
are average for month or year. 
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These are the territories served by THE CHARTERED BANK and its wholly- 
owned subsidiary, The Eastern Bank Limited, through a system of one hundred 
branches extending to most centres of commercial importance in the Middle 
East, South and South-East Asia and the Far East. Those branches provide 
complete and up-to-date banking services, sustained by expert knowledge and 
long experience of Eastern trade, finance and industry. An effective credit 
information service and skilled assistance and advice are available to United 
Kingdom merchants and manufacturers seeking new business connexions in 
Asian markets. 


THE CHARTERED BANK 


(Incorporated by Royal Charter 1853) 
HEAD OFFICE: 38 BISHOPSGATE, LONDON, E.C.2. 


Offices in the United Kingdom at Birmingham, Manchester and Liverpool. Agencies at New York and Hamburg. 


THE EASTERN BANK LIMITED 
Head Office: 2 and 3 Crosby Square, London, E.C.3. 


ASSOCIATED BANKS: 
Allahabad Bank Ltd. (Incorporated in India) The Irano British Bank (Incorporated in Iran) 
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INTERNATIONAL 
REVIEW 








ARGENTINA 


Exchange Restrictions Eased—'I‘he 
central bank has announced that the 
regulations governing export exchange 
arrangements introduced at the time of 
the currency reform in December, 1958, 
have been withdrawn. ‘These regulations 
authorized shipment only against advance 
payment from abroad of the value of 
the goods, against credits providing for 
payment against documents deposited 
with a local bank, or against an under- 
taking by the exporter to sell the full 
exchange proceeds within thirty days of 
shipment. In future, the trader will be 
free to make the payment arrangements 
with his foreign customer that suits his 
convenience best. 


Surcharge Removed—The Miuinister 
for Economic Affairs has removed the 
40 per cent surcharge on exchange 
transactions arising from the importation 
of industrial machinery and motors. 
This should encourage business concerns 
to go ahead with re-equipment, especially 
since the Minister also announced the 
Government’s willingness to consider 
underwriting the credit facilities that 
industry might require for purchasing 
capital goods abroad. 

Deficit Forecast—The Miinister for 
Economic Affairs recently forecast that 
the balance of payments for 1959 would 
probably show a deficit despite the fact 
that in the first six months of the year 
there was a surplus on visible trade of 
some $126 millions. ‘This was because 
heavy dollar obligations fall due towards 
the end of the year. He hoped, however, 
that it would be possible to arrange for 
their re-financing and that, after the end 
of the year, the recovery in export in- 
come would ease the pressure on the 
reserves. He explained that the improve- 


ment in visible payments in 1959 had 
been achieved largely through drastic 
restriction of imports, exports having 
shown no marked recovery 


. 
al 


AUSTRALIA 


Ending Tax Doubts—The Government 
has tabled legislation aimed at clarifying 
the tax liability of non-resident holders 
of Australian securities issued overseas. 
The Attorney-General, Sir Garfield Bar- 
wick, explained that since 1921 Com- 
monwealth bonds held by non-residents 
had been free of income tax, estate duty 
and gift duty. Recent estate and gift 
duty conventions entered into with the 
United States, however, had raised the 





MR MAURITZ EKHOLM 


Chief General Manager, Helsing fors 
Aktiebank, Helsinki, Finland 
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possibility that Australia might be unable 
to perform the promise that the bonds 
should be tax-free. The proposed legis- 
lation would place the immunity of 
overseas bondholders from Australian 
tax beyond doubt. 


New Insurance Company—A new 
£A5 millions insurance company has 
been formed in Sydney by Customs 
Credit Company, a hire-purchase finance 
house. It will be known as the First 
National Reinsurance of Australia. The 
new concern is intended to undertake re- 
insurance business that now goes abroad; 
it is hoped that it will save Australia 
foreign exchange outlays of several 
million pounds a year. 

Loan Hopes—The Federal Treasurer 
stated on arrival in Britain early in 
September that he was hoping to raise 
loans of up to £30 millions for financing 
industrial development in Australia. 


AUSTRIA 


Unblocking Accounts—Austrian credit 
institutions have been given a general 


licence to transfer to free schilling ac- 
counts the blocked schilling balances 
held by them for residents of countries 
with which payments are settled in con- 
vertible currencies. 


Shorter Bonds—The authorities have 
decided to issue new types of securities 
—one-year and three-year ‘Treasury 
certificates. “The step has been taken to 
reduce the gap between three-months 
Treasury certificates and long-term 
government bonds. 


BRAZIL 


World Bank Credit—The World Bank 
has granted a further credit of $11.6 
millions to the Brazilian Traction Com- 
pany for 20 years at 6 per cent. It is 
also learned that Japanese interests have 
agreed to supply considerable quantities 
of capital equipment under deferred 
payment arrangements. 


CANADA 


Alternative to Oil Quotas—The second 
and concluding report of the Borden 
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WHOLE LIFE—WITHOUT PROFITS 


ecsseatoe SUM ASSURED £10,000 
AGE NEXT BIRTHDAY 40 
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Ask for a complete table of attractive rates 
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Energy Commission recommends that 
the Government should give the inter- 
national oil industry eighteen months to 
find room in North American markets 
for Canadian crude oil as the alternative 
to having to face restrictions on imports 
into Canada. It advises the authorities 
to take no action at the moment to 
construct a pipeline from Alberta to the 
Montreal area, pointing out, however, 
that the project could be reviewed in 
1960—by which time the success or 
failure of the Canadian industry to secure 
a larger market in the United States as 
well as the extent of the increase in 
demand in Ontario Province should be 
apparent. 


Jamaica Beckons—The Bank of Lon- 
don and Montreal, jointly formed by the 
Bank of Montreal and the Bank of 
London and South America, is opening 
a branch in Kingston, Jamaica. In a 
recent issue of its monthly review, the 
Bank of Montreal suggested that Cana- 
dian businessmen might well consider 
enlarging their investment. stake in 
Jamaica. 


CEYLON 


Shipping Recommendation—Follow- 
ing the publication of the report of the 
Shipping Inquiry Commission, the 
Minister of Nationalized Services and 
Shipping has stated that he is recom- 
mending the Government to form a 
national shipping company with 100 per 
cent Ceylonese ownership. He intended 
to explore the possibility of acquiring 
ships from Yugoslavia under the agree- 
ment between the two countries. 


CHINA 


Targets “ Adjusted ”’—The Central 
Committee of the Chinese Communist 
Party has explained in a statement that, 
although the national economy continued 
to leap forward in the first half of 1959, 
it was found on re-examination that 
some of the original targets in the year’s 
development programme were too high 
and needed adjustment. 


COLOMBIA 


IFC Investment—The International 
Finance Corporation has agreed to 
invest $1 million in Fabrica de Galletas 
y Confites Noel, a company producing 
biscuits and other food products that is 
constructing a modern air-conditioned 
plant. 


CUBA 


Credit for Capital Goods—The Con- 
tinental Export and Import Company of 
Amsterdam has announced that it is 
placing credit facilities equivalent to $60 
millions at the disposal of the Govern- 
ment for the purchase of capital goods 
from any western European country. 


DENMARK 


Freer Payments— The _ regulations 
governing the use of blocked krone 
accounts in Denmark were eased at the 
beginning of September. The main 
change is that up to Kr 75,000 of all 
blocked accounts may be _ transferred 
freely abroad to any currency area. 


FRANCE 


Controlling Prices—Two series of 
measures aimed at averting labour 
troubles and preventing price increases 
were announced by the Government at 
the end of August. The first—the Labour 
Management Participation decrees — 
provides for the exemption from tax 
and social security charges of bonuses 
distributed to workers for increased 
productivity or as ‘“‘ workers shares ”’ 
(which will also be free of stamp duty 
on issue). These concessions will only 
apply, however, when the bonuses or 
shares are based on a contract drawn 
up by the management with the trade 
unions or directly with workers and 
approved by the state. The second 
series of decrees limits alterations in the 
retail prices of some commodities and 
the permissible profit margins of green- 
grocers in vegetable trading. At the 
same time negotiations have been en- 
tered into with manufacturers with a 
view to preventing increases in the 
prices of the more essential categories 
of consumer goods. 

Budget Ceilings— The Finance 
Minister, M. Pinay, has made it quite 
clear that he will not accept any increase 
in the budget deficit in 1960 beyond the 
1959 figure (which is equivalent to £430 
millions). He has also pointed out that 
he will not be prepared to grant credits 
in 1960 for the industrialization of Al- 
geria beyond the amount already fixed 
of £72 millions. 

Bank’s Capital Raised—The capital of 
the Bank of France, which has remained 
at the level of Frs 182.5 millions at 
which it was established a century ago 
despite the very considerable fall in the 
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purchasing power of the franc since 
then, has been raised to 15,000 million 
old francs. The change has been made 
because the translation of the bank’s 
balance sheet into new franc terms would 
have reduced its capital to less than 
2 million francs. 


GERMANY 


Bank Rate Raised—The Bundesbank 
announced an increase in Bank rate 
from 2? to 3 per cent in the first week 
of September, thereby making the first 
reversal of the easier money policy 
adopted when business activity began 
to slacken in the closing months of 1957. 
The change of policy appears to have 
been prompted mainly by official fears 
that the economic revival—industrial 
output has recently been running about 
10 per cent beyond 1958 levels—may 
over-extend the country’s resources and 
thereby set up inflationary stresses. An 
official statement explained that, al- 
though the consumer boom was giving 
rise to pressure at some points of the 
economy, there was at the moment no 
cause for concern. It added, however, 
that tightening of credit would become 
necessary if the concentration of new 
orders and the pressure on the labour 
market were exploited to secure excessive 
price and wage increases. 

Reserves Decline—The drain on re- 
serves that began in the early months of 
1959 has continued: at the close of 
August official gold and foreign exchange 
holdings were some $1,000 millions 
lower than at the end of 1958 at $5,300 
millions. ‘The downturn is largely ex- 
plained by capital account operations: 
in the first half of this year Germany’s 
net purchases of foreign securities alone 
amounted to some $300 millions. But 
a contraction in the trade surplus arising 
from a sharp increase in imports in the 
wake of trade liberalization measures has 
played some part in it. 


GUINEA 


Aid from Russia—It has been an- 
nounced that the USSR will lend Guinea 
140 million roubles (equivalent to some 
£13 millions at the official rate of ex- 
change) to cover the cost of technical 
and economic assistance for building in- 
dustrial plant, improving the transport 
system and developing agriculture. The 
rate of interest is 24 per cent and the 
repayment period 12 years. 


HONG KONG 


Cotton “ Ceiling’? Hardships — The 
textile industry has been pressing the 
Government to allow the removal of the 
“voluntary ceiling”’ on the colony’s 
exports of cotton piece goods to Britain 
on the grounds that the present restric- 
tion of production is causing extensive 
hardship. 


INDIA 


Reserve Bank Reports—The annual 
report of the Reserve Bank on Currency 
and Finance covering the twelve months 
to March 31, 1959, states that there was 
an improvement in the balance of pay- 
ments and a marked abatement of the 
drain on reserves, but points out that 
this was associated with a slowing down 
of the rate of new investment and of the 
growth of industrial production. 


INDONESIA 


Stabilizing the New Rupiah—Presi- 
dent Sukarno has stated that the far- 
reaching internal and external currency 
reforms announced in the second half of 
August are the first step towards giving 
the country a guided economy. The 
reform has been followed by a partial 
wage freeze. It has also been announced 
that remittances from abroad, travellers’ 
cheques and foreign banknotes. will 
attract a 20 per cent levy when converted 
into rupiahs. 

Bank Governor Resigns—A week after 
the currency reforms began the Governor 
of the central bank, Mr Hakim, resigned 
without explaining why. Shortly after 
the Government’s measures were an- 
nounced he had pointed out that the 
reforms created great difficulties for 
banking institutions and suggested that 
the Government should take steps to 
boost production if it were determined 
to reduce the amount of money in 
circulation. 


ITALY 


Freeing Overseas Investment—The 
Minister of Foreign Trade has agreed 
that in future Italian companies may 
freely participate in the capital of foreign 
companies and acquire foreign shares 
without prior approval provided that 
such investments are in the same line of 
business as those of the investing firms 
and intended to facilitate the expansion 
of the latter’s activities abroad. For 
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purely financial investments official ap- 
proval will stil] be required. 


Vanoni Plan Reappraised — The 
Government has asked a body of experts 
to re-examine and revise the Vanoni 
ten-year development programme as the 
results achieved in the first four years 
are not those foreseen. ‘The authorities 
are evidently chiefly concerned about 
the failure of the plan—which is really 
a statement of desirable objectives and 
of the general principles of economic 
policy that would be required to achieve 
them—to create new opportunities for 
employment on the scale expected. 


JAPAN 


Foreign Investment Law Amended 
—It has been decided that in future 
‘conditional approval ”’ of applications 
for foreign investment in Japan may be 
obtained under the Foreign Investment 
Law. Conditional approval means that 
the Government can temporarily defer 
remittance of principal and profits if 
balance of payments conditions require. 
Hitherto transfer facilities were uncondi- 


tionally guaranteed for all approvals 
granted under the law, but it was felt 
that inability to give a_ conditional 


approval tended to make the authorities 
apply over-stringent criteria in screening 
applications for foreign investment in 
the country. 


LIBYA 


National Bank’s Report—The annual 
report of the National Bank of Libya 
reveals that liabilities increased by L£2.4 
millions to L£20.5 millions in the twelve 
months to March 31, 1959. Foreign 
assets rose by L£2.5 millions to L£19.8 
millions. ‘The report states that the level 
of prices rose during the year. 
Currency Parity Agreed—An initial 
currency parity of 0.357143 Libyan 
pound to the dollar has been established 
by agreement with the International 
Monetary Fund. ‘his merely formalizes 
the previous relationship, 


MALAYA 
Tin Scheme Applauded—lIt has been 


stated that the Government is _ fully 
satisfied with the working of the inter- 
national tin scheme and will support any 
move for its extension beyond the 
present expiry date of June, 1961. 


New Finance Agency—Arrangements 
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are going forward for the establishment 
of an industrial development finance 
company to grant loans to companies 
engaged in the promotion of the country’s 
industry. It will have a capital of M$15 
millions, with the Government, leading 
banks and insurance companies as the 
principal shareholders. 


NIGERIA 


Development Plans—The National 
Economic Council has decided that an 
attempt should be made to raise £55 
millions abroad for the implementation 
of a cheap power project that would 
entail constructing dams on the river 
Niger and Kaduna rivers in Northern 
Nigeria. It has also advocated an in- 
vestigation of the possibility of con- 
structing an iron and steel industry. 


NORWAY 


Tapping the Swiss Capital Market— 
Arrangements were completed at the 
end of August for the raising of 50 
million Swiss francs on the Swiss capital 
market for Norsk Hydro, the hydro- 
electric concern, through an issue of 
bonds. The chairman of the corporation 
pointed out that although its liquid 
position was satisfactory at the moment, 
large sums of money would be required 
for projects coming forward, and since 
it seemed likely that a general tightening 
of international credit conditions was 
on the way, it was thought desirable to 
raise funds now. 

Recovery Under Way—There was a 
moderate upswing in economic activity 
in the first half of 1959 and there is a 
general expectation in business circles 
that there will be an even more marked 
re-expansion in the second half. 


PAKISTAN 


Tax Overhaul Recommended — A 
taxation inquiry commission headed by 
the Governor of the State Bank has 
pointed out that, although there have 
been changes during the past two years, 
the present system still does not reflect 
adequately new concepts or changed 
objectives of policy after independence. 
World Bank Loan—The World Bank 
has made a loan to the Government of 
$2.4 millions to finance the expansion of 
electric power supplies in Karachi. It 
is for 15 years and carries interest at 
6 per cent. : 
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QUALITY CONTROL IN PAPERMAKING 





Coated papers 


The basic requirement of Art Paper is that it 
will print to critical standards, sheet to sheet, 
making to making, uniformly and without 
trouble. Being aware of these requirements 
Wiggins Teape set very high standards in 
coated paper manufacture, and use up to 


date methods of quality control to ensure 





that these high standards are maintained. 

The resources of a large research organization 
and instrumentation on the papermaking and 
coating machines have enabled Wiggins ‘Teape 
to produce a wide range of outstanding coated 


papers for both letterpress and litho printing. 
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PORTUGAL 


Development Bank Established—A 
development bank has been established 
to promote the expansion of agriculture 
and industry. Its capital is Esc 1,000 
millions (about £124 millions sterling), 
of which 70 per cent is being provided 
by the Government and the remainder 
by private investors. The bank will 
operate in overseas territories as well as 
in Portugal itself, particularly in Angola 
and Mozambique. Most of its credits 
will be medium-term and long-term. 
It may directly participate in the capital 
of private enterprises in some cases but 
without acquiring a controlling interest. 


RUMANIA 


Profitable Mission—The Rumanian 
trade mission that visited Britain during 
August prepared the ground for several 
major contracts to be concluded with 
British companies for the supply of 
capital goods. The Minister for the Oil 
and Chemical Industry suggested that 
orders worth at least £5 millions would 
almost certainly be placed in Britain and 
that others would follow. 


SINGAPORE 

Budget Balanced — Mr Goh Keng 
Swee, the finance minister, has expressed 
the view that the country’s finances are 
now soundly based and the outlook 
promising. By economizing, the Govern- 
ment has reduced budgeted expenditure 
for the current year by M$26 millions, 
thereby wiping out the deficit of M$14 
millions originally estimated and leaving 
room for fresh urgent expenditure. 
Announcing the official decision to 
launch two new loans—a M $25 millions 
5$ per cent 1977-79 issue and M$15 
millions 5 per cent 1967 issue—to re- 
deem the 1940 M$15 millions loan and 
raise some new money, the minister 
appealed to the banks, insurance com- 
panies and other business concerns for 
support, stressing that the Government 
had taken special care to restore con- 
fidence in the country. 

Investing Assurance Premiums — 
Draft legislation requiring life assurance 
companies to invest premiums received 
from Singapore residents locally is being 
drafted. Later the life assurance com- 
panies are to be asked for their views. 


SOUTH AFRICA 


Falling Unemployment—\r Hannah, 
the secretary of labour, has pointed out 








that the Government regards the drop 
in the number of unemployed as indi- 
cating that the recession is ending. In 
consequence, it has been decided not to 
proceed with some special pump-priming 
measures that had previously been 
drawn up for stimulating employment 
in the building industry. 

Building Societies Plea—The Build- 
ing Societies Association announced in 
the first half of August that it was 
recommending its members to reduce 
interest payable on savings deposits and 
certain fixed deposits by 4 per cent. 
Bond Issue Response—The Ministry 
of Finance has stated that the offer of 
two Government stocks in July brought 
in applications amounting to £26.1 mil- 
lions, nearly all in cash. ‘The Public 
Debt Commissioners provided £15 mil- 
lions, the banks £6.1 millions, insurance 
concerns {2.5 millions, and building 
societies and other financial institutions 
£1.6 millions. The remaining £1 million 
came from “‘ sundry investors ”’. 


SPAIN 


Exchange Market Arrangements— 
New foreign exchange market arrange- 
ments introduced last month as a sequel 
to the currency reform in July provided 
for quotations for all the leading western 
European currencies and US and Cana- 
dian dollars. Transactions will be carried 
out by the 48 authorized banks as agents 
for the Spanish Foreign Exchange Insti- 
tute at rates that may fluctuate freely 
between the limits set daily by the 
Institute. 


SUDAN 


Development Plans Axed — The 
Government has decided to limit de- 
velopment expenditure in the year to 
June 30, 1960, to S£8.6 millions, or 
only a little over a half of the 1958-59 
figure. ‘The cut-back is part of the 
official effort to strengthen the country’s 
balance of payments. 


SWEDEN 


Investment Survey—A<A survey carried 
out by the Institute of Economic Re- 
search shows that investment outlays 
increased by an annual average of about 
53 per cent during the 1952-58 period, 
almost double the rate for the previous 
six years. Over the past six years, gross 
investment has amounted to about 
30 per cent of the gross national product. 
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TUNISIA 


Customs Union Terminated—Presi- 
dent Bourguiba has announced the 
abrogation of the Franco-Tunisian Cus- 
toms Union, adding that in the new 
commercial regime all countries would 
start equal in their commercial relations 
with ‘Tunisia. 


Franc Link Maintained—A new eco- 
nomic agreement concluded with the 
French authorities after six months of 
negotiation keeps ‘Tunisia within the 
French franc zone. All foreign exchange 
activity will be channelled through the 
French market and to facilitate this the 
Bank of France will provide the Tunisian 
central bank with a credit of $15 
millions. 


UNITED ARAB REPUBLIC 


Bigger Role for the State—President 
Nasser has indicated that he favours 
wider State participation in industry to 
stop monopolies and _ stabilize prices. 
He said that the Government should fix 
profit margins for consumer goods, 





whether produced at home or imported, 
and called for a tenfold increase in the 
number of agricultural co-operatives 
from the present figure of 400. He added 
that the State would provide 60 per cent 
of the E£950 millions that would be 
needed over the next five years for the 
expansion of industrial and agricultural 
projects. 


Ex-Im Credit—The US  Export-Im- 
port Bank has granted Egypt a loan of 
$12 millions to finance the purchase of 
American diesel locomotives, spare parts 
and shop tools. 


* Arabized ” Banks—Under a new law 
signed by President Nasser early in 
September at least 70 per cent of the 
share capital of all existing and future 
banks in Syria will have to be owned 
by citizens of the Republic and UAR 
citizens will have to be represented on 
the banks’ boards in proportion to their 
capital. Another new law _ seeks to 
“arabize ’’ insurance by calling on in- 
Surance companies to arrange part of 
their reinsurance business with organiza- 


tions of the UAR. 
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APPOINTMENTS AND RETIREMENTS 


Barclays Bank—Head Office, Chief <Ac- 
countant’s Office: Mr B. C. Sharp to be joint 
deputy chief accountant. Trustee Dept, 
Chief Office: Mr R. E. L. Salter to be 
trustee manager. Pall Mall Dist, Local 
Head Office: Mr B. A. Dowling to be district 
manager. Birmingham, Horse Fair: Mr E. 
Stevenson, from Colmore Row, to be 
manager on retirement of Mr D. L. E. Hill. 
Castleford: Mr W. 'T. Poulson, from Nor- 
manton, Yorks, to be manager on retirement 
of Mr C. S. M. McGregor. Dagenham: Mr 
D. F. Meggs, from Hornchurch, to be 
manager on retirement of Mr G. E. Pope. 
Denbigh: Mr E. Roberts, from Holywell and 
Flint, to be manager on retirement of Mr. 
D. J. Harries. Holywell and Flint: Mr T. 
Jones, from Rhyl, to be manager. Middleton: 
Mr J. Hardman, from Longsight, Man- 
chester, to be manager on retirement of 
Mr J. H. Verity. 

Clydesdale & North of Scotland Bank— 
Head Office: Mr J. W. Ollason and Mr 
D. B. Thomson to be general manager’s 
assistants. 

District Bank—Darwen: Mr F. W. Scaw- 
thorn, from Failsworth, to be manager. 
Failsworth: Mr C. A. D. Gowland to be 
Hollinwood: Mr C. Brook, from 


manager. 
Blackfriars House, Manchester, to be 
manager. Manchester and Salford, 55 King 


St.: Mr J. Rowe, from Gt Underbank, 
Stockport, to be manager. Sevenoaks: Mr 
J. K. Chapman, from Pall Mall, London, to 
be manager. Stockport, Gt. Underbank: 
Mr J. Booth, from Hollinwood, to be 
manager. 

Lloyds Bank—Head Office—Advance Dept: 
Mr J. H. Hancock, from Ramsgate, to be a 
controller; Chief Inspector’s Dept: Mr T. C. 
Atherton, from Sidcup, to be an inspector; 
Staff Dept: Mr G. L. H. Blackmore to be 
staff controller, South Wales Area, on retire- 
ment of Mr T. R. Evans; Mr P. M. Dyer, 
from Eastbourne, to be recruitment manager. 
Birkenhead, Hamilton Sq: Mr A. V. Taylor, 
from Charing Cross, Birkenhead, to be 
manager. Birmingham, Gooch St: Mr G. P. 
Foster, from Bloomsbury, Birmingham, to 
be manager. Bristol, Merchant St: Mr S. W. 
Moore, from St. Philip’s, Bristol, to be 
manager. Evxeter, Sidwell St: Mr F. A. 
Sanders, from Truro, to be manager. Liver- 
pool, Bold St: Mr A. C. Tarbuck, from 
Hamilton Sq, Birkenhead, to be manager on 
retirement of Mr R. H. M. Price. 
Martins Bank-—Head Office: Mr J. A. 
Banks has been appointed a joint general 
manager; Mr R. Hindle to be manager 
(organization research and development). 
Alston: Mr W. Maddison to be manager. 
Ashington: Mr R. D. Dawson to be manager. 
Bradford, Duckworth Lane: Mr K. R. Terry 
to be manager. Carlisle, Botchergate: Mr 
J. A. P. Johnstone to be manager. Holm- 
firth: Mr A. N. Smith to be manager. 
Liverpool Dist: Mr N. N. Jobling to be 


Liverpool Dist general manager; Mr 
G. H. M. Clayton to be Liverpool Dist 
superintendent of branches. Middlesbrough: 
Mr E. G. Lowery to be manager. 
Midland Bank—Head Office: Mr W. H. 
Gibson, from Oldham, to be a superin- 
tendent of branches in succession to Mr. 
R. J. Hindle; Legal Dept: Mr F. R. Ryder 
to be an assistant principal; Mr R. J. 
Hindle to be a district staff superintendent. 
London—Battersea: Mr W. R. Baggott to 
be manager; Bermondsey St: Mr H. C. 
Adams, from 79 Piccadilly, to be manager 
in succession to Mr H. I. Rees; Cannon St: 
Mr L. A. H. Clasby, from Monument, to 
be manager on retirement of Mr A. H. 
Goodrich; Monument: Mr H. I. Rees, from 
Bermondsey St, to be manager in succession 
to Mr L. A. H. Clasby. Abertillery: Mr J. 
Phillips to be manager in succession to Mr 
R. I. Jones. Basingstoke: Mr A. E. J. 
Coxen, from Penzance, to be manager on 
retirement of Mr J. H. Archer. Bexleyheath 
(new branch): Mr R. M. Jones to be manager. 
Heckmondwike: Mr W. E. Exley to be 
manager on retirement of Mr R. Brearley. 
National Provincial Bank—Barnsley: Mr 
S. V. Owen, from Newcastle upon ‘T'yne, to 
be manager on retirement of Mr T. W. 
Smithson. Cardiff—Birchgrove: Mr E. G. 
Baker, from Broad St, Jersey, to be manager; 
Roath: Mr W. Hughes, from Taffs Well, to 
be manager on retirement of Mr R. P. 
‘Thomas. Dover, Buckland: Mr C. R. 
Borrett, from East Grinstead, to be manager. 
Fareham: Mr J. W. Gammon, from Buck- 
land, Dover, to be manager in succession to 
the late Mr L. H. Simmers. Fulham Cross: 
Mr M. M. Sadler to be manager. Hay-on- 
Wye: Mr R. P. Arthur, from Moreton- 
hampstead, to be manager. 

Westminster Bank—Head Office: Mr L. R. 
Carnell to be a controllers’ assistant; Mr 
J. H. Chidlaw, from Manchester, to be an 
inspector of branches; Mr C. A. Norris to 
be chief inspector on retirement of Mr A. L. 
Davis. Overseas Branch, Payments Abroad 
Dept: Mr A. E. Smith to be principal on 
retirement of Mr A. Tucker. London, Loth- 
bury: Mr B. A. M. Clarke, from Corre- 
spondence Dept, to be principal on retire- 
ment of Mr F. C. Brown. Leamington Spa: 
Mr W. J. Corp, from ‘Torquay, to be 
manager on retirement of Mr H. J. Dann. 
Loughton: Mr E. R. Draper, from Up- 
minster, to be manager. Runcorn: Mr R. C. 
Winster to be manager on retirement of 
Mr G. Barnes. Seven Kings: Mr H. Kk. 
Thomas, from Loughton, to be manager. 
Williams Deacon’s Bank — Buxton 
Branches, Derbyshire: Mr C. M. Manter- 
field, from Sheffield, to be manager on 
retirement of Mr W. Hamer. Darley Dale, 
Derbyshire: Mr G. Jackson to be manager 
on retirement of Mr G. Petts. Dronfield, 
Derbyshire: Mr H. Bell to be manager on 
retirement of Mr R. K. Lawton. 
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Averages 
of Months: 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 


1931 
1932 
1933 
1934 
1935 
1936 
1936 
1937 
1938 


1939 
1940 
1941 
1942 
1943 
1944 
1945 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 


1958: June 30 
July .. 
Aug .. 
Sept .. 
[. a 
Nov .. 
Dec 


1959: Jan 
Feb .. 
Mar .. 
April. . 
May .. 
June 17 
June 30 
July .. 
Aug .. 


BANKING STATISTICS 








Banking Trends since World War I* 


Net 
Deposits 
{mn 
1,759 
1,727 
1,628 
1,618 
1,610 
1,615 
1,661 
1,711 
1,745 
1,751 


1,715 
1,748 
1,909 
1,834 
1,951 
2,088 
2,160 
2,225 
2,218 


Liquid Assets 
Zot 
38 


{mn 
680 
658 
581 
545 
539 
532 
553 
584 
568 
596 
560 
611 
668 
576 


“NIST bO > OOO 


TDRs 
{mn 


* 'T’en clearing banks for 1921-35, thereafter eleven. 
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Investments 
£mn Zot 
25 18 
391 22 
356 21 
341 20 
286 17 
265 16 
254 15 
254 14 
257 14 
258 14 
301 17 
348 19 
537 28 
560 30 
615 31 
614 29 
643 29 
652 29 
637 28 
608 27 
666 27 
894 30 
1,069 33 
1,147 31 
1,165 28 
1,156 25 
1,345 26 
1,474 26 
1,479 25 
1,505 25 
1,505 25 
1,624 26 
1,983 33 
2,163 35 
2,321 36 
2,149 33 
1,978 32 
2,008 31 
2,149 32 
2,181 32.4 
2,193 32.9 
2,199 33.4 
2,203 ae.8 
2,193 22.5 
2,152 31.7 
2,102 29.2 
2,021 29.2 
1,962 29.6 
1,928 29.1 
1,884 28.1 
1,837 27.3 
1,816 26.8 
1,812 25.6 


1,811 26.0 
1,802 26.0 


Advances 
£mn Yot 
833 46 
750 42 
761 46 
808 49 
$56 52 
892 54 
928 54 
948 54 
991 55 
963 54 
919 52 
844 47 
759 39 
753 40 
769 38 
839 39 
865 39 
954 42 
976 43 
991 +4 
955 38 
858 29 
797 24 
747 20 
750 18 
768 16 
888 17 
1,107 20 
1,320 22 
1,440 24 
1,603 27 
1,822 30 
1,838 30 
1,731 28 
1,804 28 
2,019 31 
1,897 30 
1,952 30 
2,007 30 
2,030 30. 
1,997 29. 
1,993 30. 
2,027 30. 
2,082 30. 
2,132 31 
2,245 31 
2,259 32. 
2,333 35. 
2,441 36. 
2,500 37. 
2,561 38 
2,586 38 
2,692 38. 
2,676 38. 
2,697 39. 


t+ Ratios to gross deposits. 
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Trend of * Risk’’ Assets 


(£ million) 



































Aug 19, 1959 - CHANGE IN + 
% of Year to Monthly Periods 
Gross Aug 1959 
Deposits 1959 May June July Aug 
Investments: 
Barclays 412.8 26.5 -120.3 -28.0 -21.2 + 2.9 + 0.1 
Lloyds 331.2 26.7 —- 80.2 —-14.8 +10.3 - 0.6 —- 0.7 
Midland .. 444.9 29.9 —- 32.0 — + 90.2 — ++ 90.1 
National Provincial .. 183.8 22.4 —- 55.6 + 0.2 —— - 0.9 + 0.1 
Westminster . . 217.7 24.2 - 61.0 — - 6.2 - 6.8 —- 4.5 
District 62.0 26.0 —- 12.2 — — — - 0.2 
Martins ; 69.7 21.2 — 20.2 - 2.7 - 4.1 —- —- 4.0 
Eleven Clearing 
Banks ..1,801.7 26.0 — 388.4 -47.0 -21.2 —- 5.4 8.9 
Advances: 
Barclays 601.8 38.7 +202.2 +18.7 +25.2 +24.0 + 7.1 
Lloyds 491.9 39.6 +-124.3 + 3.4 4.2 + 3.5 + 8.4 
Midland .. 536.4 36.0 +117.2 +10.4 + 0.5 +12.4 +11.9 
National Provincial .. 329.8 40.2 + 70.4 + 9.1 -11.5 +4+11.9 -12.4 
Westminster. . 354.4 39.5 + 96.4 + 5.8 + 7.9 +13.9 + 3.3 
District 94.1 39.5 + 18.3 + 3.7 +1.9 - 2.3 + 0.6 
Martins si 141.0 42.8 + 42.1 + 5.6 + 3.3 + 6.1 + 3.1 
Eleven Clearing 
Banks .. 2,697.4 39.0 + 704.4 +61.1 +25.4 +89.4 4421.7 
Trend of Bank Liquidity* 
1957 1958 1959 
June June 
Mar Dec Mar July Aug Dec Mar 17 30. July Aug 
o o/ o/ o/ o/ o/ o O/ o o ° 
/O 40 40 40 40 4/0 Yo /O Yo yA y 4 
Barclays 31.8 37.7 34.2 33.9 33.0 34.4 30.1 33.1 31.7 32.8 33.0 
Lloyds 20.7 37.3 HD H.S N.S HM.7 22.9 Beck Bia wt OHS 
Midland 34.1 39.0 33.9 34.9 34.0 35.3 30.4 31.5 32.3 32.6 31.5 
National Prov 31.1 39.5 34.0 34.2 34.1 36.0 31.1 33.8 33.0 33.8 35.8 
Westminster... 34.3 39.0 35.4 32.5 34.2 33.2 32.8 31.7 32.1 32.8 34.0 
District 33. FW.2 3.8 4.3 B.9 32.5 Wis 2.6 Bt Bs 3.2 
Martins . ©? 280 B.9 7.3 BF Mis H.3 F.8d Bee Ht RS 
All Clearing 
Banks .. 32.6 38.4 33.9 33.8 33.4 34.6 31.0 32.3 32.0 32.7 32.9 


* Cash, call money and bills shown as percentage of gross deposits. 


Money and Bill Rates 


Mondays: Sept 22, July 20, Aug17, Aug24, Aug31, Sept 7, Sept 14, Sept 21, 
1958 1958 1959 1959 1959 1959 1959 1959 
per cent 
Bank rate 43 4+ + + + + + + 
Treasury bills: 
Av allotment rate* 37 3 4% 34 33 34 34 34 34 
Market’s dealing 
rate, 3 months. . 3 48 3 43 3 33 3 43 343 3 af 3 a7 3 gi 
Bkrs’ deposit rate 23 2 2 2 2 2 2 2 
Short money: 
Clearing bks’ min 2? 23 23 23 23 23 23 2% 
Floating money 34-32 34-34 34-32 25-33 34-33 34-48 26-32 334-32 
US Treasury bill 2.605 3.337 3.417 3.824 3.889 3.889 4.116 3.958 
* Preceding Friday. + Lowered from 44% on 20.11.58. 
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THE EXCHEQUER FINANCES 








I—The Budget 
(£ million) 
Gain or 
Original Expected April 1, loss* on 
budget gain or 1959, to corresponding 
estimates loss* on Sept 12, period of 
1959-60 1958-59 1959 1958-59 
Total Inland Revenue 2,856 — 160 921.0 + 33.2 
Customs and Excise .. 2,150 —- 41 1,036.0 +18.7 
Other revenue 319 + 46 115.2 + 33.7 
Total ordinary revenue . 5,325 — 155 2,072.1 +85.5 
Debt interest (including sinking fund) 639 + 62 293.7 +28.8 
Other consolidated fund 89 - 4 37.6 - 2.5 
Supply expenditure .. 4,495 -178 1,876.6 —90.2 
Total ordinary expenditure 5,223 -— 120 2,207.9 —63.9 
Above line surplus or deficit +102 -— 275 — 135.8 + 21.6 
Net deficit below line — $23 — 264 — 284.6 - 62.1 
of which 
local loans (net lending shown 
minus) . a + 35 + 3 t+ 25.2 + 3.2 
loans to state industries, net - 621 -116 S344 34.2 
Total deficit . -721 ~— 539 - ~ 420. 4 ~ 40. 5 
* Plus oe increase in receipts or surplus, fall in expenditure or deficit. Minus 
indicates fall in receipts or surplus, rise in expenditure or deficit. 
Il—National Savings 
(£mn: Receipts into Exchequer reported during period) 
Savings Total 
Certi- Defence Savings Premium Total Accrued Defence Remain- 
ficates Bonds Banks Bonds Small Interest Bond ing In- 
(net) (net) (net) (net) (net) Maturity vested*® 
1953-54 +19.0 + 0.3 -— 79.3 — - 60.0 88.6 —38.4 6,008.7 
1954-55 .. +46.0 +51.1 - 35.4 = + 61.7 88.8 —28.8 6,126.2 
1955-56 +19.7 +21.5 — 80.4 “= - 39.2 82.7 -50.8 6,123.6 
1956-57 +72.0 + 3.2 -20.6 +65.0 4119.5 35.5 —-38.9 6,240.0 
1957-58 .. -—21.3 —22.2 — 62.4 +80.2 - 15.6 45.9 -17.7 6,272.0 
1958-59 ..+131.9 +4+117.9 —-55.2 +66.5 +270.4 54.4 -10.0 6,582.0 
1958-59 
April-July 19.1 +-23.1 - 40.3 20.3 + 22.2 22.4 ~ 5.5 6,311.0 
August .. +15.6 + 6.9 —17.9 6.8 - 11.4 5.3 —- 0.4 6,327.0 
1959-60 
April-July +33.9 +51.3 + 1.7 -18.0 105.0 21.5 - 0.8 6,708.0 
August .. + 4.5 10.9 — 6.6 4.5 13.3 8.0 - 0.1 6,728.0 


* After taking account of net sales through the Post Office Savings Bank of Government 
securities other than defence bonds. 


I1i—Floating Debt 
(£ million) 





Change in three 














a ; Sept months to 
Beginning of April* 12. Sept 12, Sept 13, 
1957, 1958  —-: 1959 1959 1959 19388 
Ways and Means Advances: 
Bank of England i” -- —— — 3.8 - 0.7 = 
Public Departments 289.3 239.6 291.6 227.1 - 33.0 —- 34.8 
Treasury Bills: 
Tender 2,860.0 3,120.0 2,950.0 3,280.0 +250.0 —- 20.0 
Tap 1,306.4 1,499.4 1,986.3 1,911.0 -121.1 +181.4 
4,455.7 4,859.0 5,227.9 5,421.9 + 95.2 +126.6 














® First return in each fiscal year (since split of Treasury bills cannot usually be calculated 
at March 31) 
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Sterling-Dollar Exchange Rates 


July 17, Aug21, Aug28, Sept 4, 
1959 1959 1959 1959 


Sept 11, 


Sept 19, 
1959 


1958 
— Market 
Spot .. 2.814 
3 months : ¥eC pm = par ic dis 
Security* as 2.793 2.80 7 2.80% 
* New York market quotations. 


2.80 7 2.80 7 
tc dis gc dis 
2.80 2.19% 


2.807§ 2.80; 





Britain’s Gold and Dollar Reserves* 


(Millions of US dollars) 
Financed by 
Private 
UK 
Dollar 
Balancest 


194 
267 
295 
236 
257 
508 
472 
49] 
428 
480 
679 
602 
656 


Official 
Reserves 
at End 
of 
Period 
2696 
2079 
1856 
1688 
3300 
2335 
1846 
2518 
2762 
2120 
2133 
2273 
3069 





Net Gold 
and Dollar 
Surplus (--) 
or Deficit (—) 


Special 
Payments Change 
and in 
Credits Reserves 
1123 - 220 
+3315 - 618 
737 —- 223 
- 116 — 168 
- 45 +10i2 
176 965 
181 
181 
388 
181 
573 
533 


Ameri- 
can 
Aid 


Years and 

Quarters 
1946 - — 908 
1947 — 1431 
1948 —1710 
1949 — 1532 
1950 805 
1951 988 
1952 736 
1953 546 
1954 480 
1955 575 
1956 626 66 
1957 419 26 
1958 +1005 6 

1957: 
[V - - 173 

1958: 

I 


682 
1196 
762 
199 
428 
307 
152 
114 


250 2273 602 
2770 
3076 
3120 
3069 


496 


I] ~ 307 5 6 


III 
IV 
1959: 
] a i 173 103 

123 - 11 
- 162 


65 — - 21 
137 : - 188 


3139 


3251 
3119 
3172 


April 
May 


June 


I] - | 173 


3172 
3220 
3248 


20 


July 
» = 


August 


Main Special Items Detailed] 

Receipts Payments 
$mn $mn 
4,909 
300 
325 


Annual service of US and 
Canadian loans, etc. .. 
EPU funding payment .. 


US and Canadian loans. . 1951-56 


IMF loan 


1946-50 
1947-49 181 


1954 99 


1948 
1956 


1957 


South African loan 

Sale of Trinidad oil 

Sale of US Govt bonds. . 
IMF loan ; 7 
India’s IMF loan 


177 

30 
561 
200 


1957-58 


1958 


IMF repayment . . 108§ 
Anglo-German debts pay - 


ment .. 21 


Service of US and Cana- 

dian loans, etc . 188 
IMF repayment .. 200 
IMF subscription 162 
1958. 


Return of interest on U S 
loan. 104 
Export-Import Bank 250 
* Gold and convertible currency reserves from December, 
+ Source: Federal Reserve Bulletin. 
{ Special German deposits, Canadian quarterly payment on 1942 loan and regular 
monthly funding payments to EPU countries excluded. 
§ Remainder of 1947-49 loan repaid in sterling. 


640 


1959 








or yep - Shen enemies tween teerincinnmmeniaasar-b 





